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TRENDS IN EXPORT MARKETS AND 
COMPETITIVENESS *

THURSDAY, FEBRUARY 23, 1978

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

SUBCOMMITTEE ON INTERNATIONAL, FINANCE,
Washington, D.O.

The subcommittee met at 9:40 a.m.. in room 5302, Dirksen Senate 
Office Building, Senator Adlai Stevenson (chairman of the subcom 
mittee) presiding.

Present: Senators Stevenson, Heinz, and Schmitt.

OPENING STATEMENT OF SENATOE STEVENSON

Senator STEVENSON. The subcommittee will come to order.
Today we continue our oversight hearings on export policy. On 

February 6 the subcommittee heard testimony on the effect of floating 
exchange rates on U.S. exports. This is the second in what will be a 
lengthy series of hearings on export policy, export trends, and some 
legislation, including the authorization legislation for the Eximbank.

The United States cannot rely upon floating exchange rates to auto 
matically adjust the trade imbalance. If it's to sell enough goods and 
services abroad to cover the high cost of its imports, especially oil im 
ports, it needs policies which assure the competitiveness of U.S. in 
dustry and agriculture in world markets.

This morning we will hear testimony on trends in the competitive 
ness of U.S. exports. The United States has traditionally been an ex 
porter of capital goods and agricultural products. Most of its exports 
have gone to Canada, Europe, and Latin America. The competi 
tion is intensifying in the high technology capital goods sectors in 
which the United States has been dominant. There are projections 
that agricultural exports will be depressed unless more liberal financ 
ing is provided to certain foreign customers. The growing markets for 
both capital goods and agricultural products are in Asia, the Middle 
East, and Eastern Europe. Can the United States continue to compete 
in the products markets where it has traditionally been strong? Will 
it be able to exploit new market opportunities ? Officials from the De 
partments of Agriculture and Commerce, as well as private experts, 
will help answer such questions this morning.

1 This is part 2 of an eight part series of hearings on U.S. export performance and export 
policy. The hearings form part of a Subcommittee study which will serve as a basis for 
recommending action needed to ensure the competitiveness of U.S. agriculture and Industry 
in world marKets.
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I should announce that the hearing we had planned for Monday, 
February 27, on the export policies of foreign countries has had to 
be rescheduled for Thursday, March 9.

Senator Heinz.

OPENING STATEMENT OF SENATOR HEINZ
Senator HEINZ. Mr. Chairman, I am pleased that you have chosen 

for today's hearing the question of trends in the competitiveness of 
U.S. exports. This forms a very important part of the subcommit 
tee's overall study of U.S. export policy and performance. I am most 
concerned about our nation's declining export performance and hope 
that today's examination of changes in the markets for and com 
position of U.S. exports will give us a better insight into the nature 
of this problem. Such insight is of vital significance to many millions 
of Americans, perhaps ten or more million Americans whose jobs are 
thought to be export-related.

Our share of total world exports has declined significantly since 
1960, from 18.2 percent to 12.8 percent in 1976; with our share of 
exports of manufacturers declining from 22.8 percent to 18.1 per 
cent during the same period. Our major trading competitors, Ger 
many and Japan, on the other hand, have experienced increases in 
their world market shares since 1960 with their shares of exports of 
manufacturers expanding from 18.2 percent to 18.8 percent and from 
6.5 to 15.5 percent respectively.

It would appear, therefore, that the competitiveness of U.S. prod 
ucts in comparison to that of foreign products has in fact declined. 
One of our witnesses on February 6, however, pointed out that based 
on an analysis of movements in the major industrial nations of con 
sumer prices, wage rates, and unit labor costs, the United States is 
in a strong competitive position, especialty relative to Germany and 
Japan.

Our competitive strength, though, has apparently been in fact 
negated by other nations which have implemented extensive import 
barriers and aggressive export promotion programs. I am deeply 
concerned that we have been too passive in this area and have al 
lowed others to unfairly increase their market penetration and mar 
ket shares at our expense.

I hope our witnesses today will assist us in obtaining a better un 
derstanding of these broad questions and will specifically help us to 
focus on three issues of particular concern: first, the changes in our 
export position and performance in different product and geographic 
markets; second, the impact of foreign competition on our export 
markets and competitiveness; and third, the possible export policy 
and program changes or additions which we, the committee and the 
Congress, might consider to improve our export performance and to 
insure our future export competitiveness.

Mr. Chairman, let me take this opportunity to commend you for 
scheduling this series of hearings which I believe to be tremendously 
important to our country, tremendously important for the millions 
of working American men and women, somewhere between 1 in 7 
and 1 in 10 of all the people employed in the United States of America 
are in export-related jobs.



Senator STEVENSON. This is our joint effort, but I thank you, Sen 
ator Heinz.

I will invite all of the witnesses to summarize their statements. 
They will then be entered in the record. If they do, that will help 
to save some time.

The first witness is Dale Hathaway, Assistant Secretary for In 
ternational Affairs and Commodity Programs, Department of 
Agriculture.

STATEMENT OF DALE E. HATHAWAY, ASSISTANT SECRETARY FOR 
INTERNATIONAL AFFAIRS AND COMMODITY PROGRAMS, DE 
PARTMENT OF AGRICULTURE, ACCOMPANIED BY KELLY HARRI- 
SON, GENERAL SALES MANAGER; AND TOM HUGHES, ADMINIS 
TRATOR, FOREIGN AGRICULTURAL SERVICE
Mr. HATHAWAY. Thank you, Mr. Chairman.
I appreciate the opportunity to appear before the subcommittee and 

particularly your kindness in allowing me the opportunity to leave 
at 10:15 to join Secretary Bergland before the House Committee on 
International Relations. However, Kelly Harrison, our general sales 
manager on the far right, and Tom Hughes, the Administrator of the 
Foreign Agricultural Service, are with me and can remain longer if 
you wish.

In planning this hearing you provided the Department of Agri 
culture with a list of seven questions. We have taken the liberty of 
replying to these questions in some length and would like, with your 
permission, to submit that rather lengthy document for the record.

Senator STEVENSON. They will be entered in the record.
[Complete statement and documents follow:]

STATEMENT OP THE HONORABLE DALE E. HATHAWAY, ASSISTANT SECRETARY OF 
AGRICULTURE FOR INTERNATIONAL AFFAIRS AND COMMODITY PROGRAMS, BEFORE 
THE SENATE SUBCOMMITTEE ON INTERNATIONAL FINANCE COMMITTEE ON BANK 
ING, HOUSING AND URHAN AFFAIRS—THURSDAY, FEBRUARY 23, 1978
Mr. Chairman, I appreciate the opportunity to appear before the Subcommit 

tee—and particularly your kindness in allowing me the opportunity to leave at 
10 :15 in order to join Secretary Bergland before the House Committee on In 
ternational Relations. Kelly Harrison. the General Sales Manager, and Tom 
Hughes. Administrator of the Foreign Agricultural Service, are with me and 
can remain longer if that is your wish.

In planning this hearing, you provided the Department with a list of seven 
questions on trade developments, opportunities, and policies for farm prod 
ucts. We have taken the liberty of replying to these questions in considerable 
detail, and with your permission I will submit that rather lengthy document 
for the record.

In summary, I might say that the competitive ability of U.S. agriculture has 
remained high and even improved during the 1970's. In addition to U.S. agri 
culture's well-known efficiency, our competitiveness has been enhanced by the 
United States' relatively good record in controlling inflation and the general 
decline in the foreign-exchange value of the dollar.

There are of course a large number of tariff and non-tariff barriers which 
partially or completely offset our competitiveness in certain commodities and 
markets. Despite these barriers, the value of U.S. farm exports has grown from 
S7.3 billion in 1970 to $23.7 billion in 1977. In terms of volume, there has been 
a 60 percent growth in tonnage during this period.

We are still the world's largest exporter of grains (wheat, rice, feed grains), 
soybeans, cotton, and tobacco and our exports of livestock products and poultry



meats have expanded strongly in recent years. Our share of the world's grain 
market has increased in part as a result of greater exports to the Soviet Union 
and other centrally-planned economies of Europe. While still the world's largest 
exporter of soybeans, we face growing competition from soybeans, palm oil, and 
other oilseed products grown elsewhere. This competition will continue in the 
future.

Cotton and tobacco exports remain strong, but the USSR has taken a substan 
tial share of our cotton market in Europe and a number of developing nations 
have also become important sources of supply. Our tobacco exports are also 
facing increasing competition from other nations, in part because our domestic 
price support legislation reduces our competitiveness in many markets.

The livestock products we export are mostly hides and skins, tallow and 
greases, and variety meats, although pork and beef are important. Japan and 
the developed nations of Europe are our major markets for livestock and prod 
ucts, but Korea and Mexico are also important. Tallow and greases face strong 
competition from Australian and Canadian tallow exports, and from palm oil 
exports mainly from South Asia. (Exports of poultry meats, while growing, are 
threatened by export subsidies of the European Community.

U.S. farm product exports over the years have had the assistance of two credit 
programs (Public Law 480 and the Commodity Credit Corporation Export Credit 
Sales Programs) and a strong market development effort in cooperation with 
private trade associations. We also are attempting to reduce foreign .harriers to 
our exports in bilateral and multilateral negotiations. We recently were some 
what successful in bilateral negotiations with Japan, with respect to U.S. beef 
and citrus. We continue to push forward in the multilateral trade negotiations 
now under way in Geneva. We are studying the feasibilty of a CCC export credit 
sales program with repayment periods of more than 3 years provided under the 
current CCC program but with a shorter repayment period than the 20 years 
typical under P.L. 480 Programs.

In addition to the old problems and traditional programs, U.S. agriculture— 
along with the rest of the world—faces a new set of problems which require new 
policies and new programs, and a strengthening of existing programs. As 1978 
unfolds we face (1) extremely high world-market prices for petroleum, (2) 
sluggish economic growth in some major nations abroad, (3) a great <Jeal of 
difficulty here and abroad in reducing inflation, (4) shifting exchange rates. 
and (5) growing pressures for protection against imports. Underlying the new 
pressures for import protection is of course the growth in exports of steel, elec 
tronics, textiles, ships, and other manufactured products by a number of na 
tions. Some of our largest and most rapidly growing markets for farm exports 
are also competitors in the American market.

To deal with the new problems, we should continue to urge stronger growth 
and larger imports by those industrial countries that presently have strong 
balance of payments positions. With stronger growth, their imports should in 
crease and, thereby, increase the exports of countries with weaker international 
financial positions.

We need also to emphasize—here and abroad—the long-term and overall bene 
fits that come from flexibility in economies. To maintain too rigidly the world's 
old economic structure is to ignore the higher cost of energy, advances in 
economic development and export potential in poorer nations, and even U.S. ef 
ficiencies in certain sectors and regions that might be placed in jeopardy. To 
attempt to preserve the status quo is to dampen or halt growth in world income— 
an important factor in expanding U.S. exports.

Obviously we need to make certain, for the protection of ourselves and others, 
that newly developed export industries are not artificially contrived or sup 
ported by monopolistic actions. But where efficiencies are based on real differ 
ences in econmic advantage, we should be prepared to compete.

In general, we need to make certain that solutions to the world's old and new 
economic problems are those that lead to greater consumption and production 
worldwide and not less consumption and production. We must be careful not 
to institute new policies and programs that invite retaliation and more protec 
tionism. We must continue past efforts to increase, through international nego 
tiations, the free flow of trade. Our export credit and market development pro 
grams are well accepted internationally, and we must continue to adapt as con 
ditions dictate.



A large volume of U.S. agricultural exports is essential to American agricul 
ture. Our farmers devote around 100 million acres each year to production for 
export—almost one acre in three of our harvested cropland. Backed off to the 
farm gate, just under 20 percent of income from farming is returned by export 
sales.

The benefits of agricultural exports are, however, not limited to agriculture. 
Based on an imput-output analysis, a USD A study indicates that—for the $22 
billion of agricultural exports in 1974—about $43 billion of total business ac 
tivity occurred—an addition of $21 billion. Thug, each dollar of agricultural ex 
ports stimulated an additional 96 cents of output in the U.S. economy—a multi 
plier effect of almost two.

The additional $21 billion of activity occurred in various sectors; $6 billion in 
the farm sector and $15 billion in the non-farm sector. Thus, about 70 percent 
of the additional economic activity occurred in the non-farm sectors of the 
economy, based on 1974.

With regard to employment an estimated $1.2 million fulltime civilian jobs 
were related to our agricultural exports. Of this, around a half-million U.S. 
farmworkers—14 percent of the U.S. farm labor force—were required to produce 
1974's agricultural exports.

In addition, more than 650,000 non-farm jobs were directly or indirectly related 
to the assembling, processing, and distribution of agricultural products for 
export. Around 50,000 of these jobs were in food processing; 300,000 in trade and 
transportation; 100,000 in other manufacturing sectors; and 200,000 in other 
services.

Consequently, in 1974 about 4 percent of the work force producing food and 
kindred products, and just under 1 percent of the non-agricultural civilian labor 
force, was likely engaged in providing goods and services for agricultural 
exports.

In preparation for this hearing, Mr. Chairman, we were asked to comment on 
two legislative developments growing out of the desire of many Members to fur 
ther expand exports of U.S. agricultural products. We of course join in this con 
cern and have taken a number of important steps in the past year to further 
farm product exports. Unfortunately, some of the proposals now being made do 
not represent simple solutions, although their goals may be entirely laudable. 
The nation's overall foreign policy, both political and economic, is intimately in 
volved with our trade objectives, and must always be taken into account.

1. Senate Resolution No. 355, which was introduced last January 23, would 
record the sense of Congress as favoring the extension of the Export-Import 
Bank further into the financing of agricultural product sales. It would direct 
the Bank to provide farm product financing at a level in proportion to its financ 
ing of industrial products, relative to the total U.S. export market. This would 
mean a considerable change, since the Export-Import Bank's financing of farm 
product exports is and has been a relatively small share of its activity.

Most government financing for agricultural exports has been centered in the 
Commodity Credit Corporation Export Credit Program, and we are strengthen 
ing that program substantially. The amount of funding for CCC credit in this 
fiscal year has been more than doubled—from $750 million to $1.7 billion. We 
have developed a non-commercial risk insurance program for exporters. We are 
joining with the Overseas Private Investment Corporation in a program to en 
courage U.S. business investment in developing countries, with consequent ex 
pansion in the sale of U.S. grains, soybeans, and other farm commodities. We 
believe that further strengthening of the CCC credit program is possible and we 
currently are exploring several ways to do this.

2. S. 2385 would permit Communist countries to participate in CCC import 
credit sales programs. Under Title IV of the Trade Act of 1974, Communist na 
tions with the exception of Yugoslavia, Poland, and Komania may not participate 
in Government export credit programs or receive export credits or most favored 
nation treatment from the United States. From the point of view of American 
farmers, any legislation that would result in long-term export expansion would 
be desirable. Farmers know that, even without CCC credit to MFN for most of 
those countries, dollar sales to the Communist group will approach $3 billion in 
the current fiscal year—a very important market! However, because of other 
overriding considerations, the Administration cannot support S. 2385 at this 
time.

Thank you again, Mr. Chairman, for the opportunity to meet with you and 
the Subcommittee.





COMPETITIVENESS OF U.S. EXPORTS AND MEANS TO CLOSE THE U.S. TRADE GAP
Prepared for the United States Senate, Committee on Banking, Housing and 

Urban Affairs, Subcommittee on International Finance by the U.S. Department 
of Agriculture, Foreign Agricultural Service for hearings on February 23, 1978 
in response to a list of questions submitted to the Honorable Bob Bergland, 
Secretary of Agriculture, on January 23, 1978, by the Honorable Adlai E. Steven 
son, U.S. Senator from Illinois.

1. IN WHAT PBODUCT AND GEOGRAPHIC MARKETS HAS THE UNITED STATES BEEN A 
SUCCESSFUL EXPORTER, AND WHY?

Grains
Overall export success.—The United States is the largest grain exporter in 

tho world, accounting for 50 to 55 percent of total world grain trade in recent 
years. World grain trade has increased sharply in the 1970's with the U.S. cap 
turing most of the increase and improving our market share. Exports of both 
wheat and corn contributed to this increase. In the future, corn is expected to 
account for additional increases as the world demand for livestock feed increases.

Principal markets.—The destination of our grain exports are world wide. 
Our major markets are Japan, Europe, and the USSR.

Reasons for success.—One of the major factors for our increased export vol 
ume in the 1970's has been the success in supplying grain to the USSR and East 
European markets. In the case of the USSR, we now have a formal agreement 
which guarantees that at least 6 million tons of U.S. wheat and corn will be 
sold to the USSR each year. Prior to the signing of the agreement, purchases 
by the USSR had been erratic and at times caused serious disruptions in U.S. 
grain prices. Another important factor for our increased trade with the USSR 
was the extension of credit during 1972 to assist the financing of U.S. grain 
purchases. Prior to that time such credit had not been available. In East Europe, 
increased demand for livestock products has increased the need for feedgrain 
imports, with the U.S. taking the major share of the increase. Again, the ex 
tension of credit has been an important means of increasing our grain sales 
in East Europe.

Another very significant factor has been the transfer by our market develop 
ment cooperators of technology regarding the processing and utilization of 
U.S. grains.
Oilseeds and, Products

Overall export success.—U.S. Exports of these commodities in CY 1977 were 
a record level of 23.0 million tons (aggregate of oilseeds, meals and oils) valued 
at more than $6.6 billion.

Despite tough competition from developing countries like Brazil, Argentina, 
and Malaysia, the United States managed to maintain a respectable share of 
the world market for oilseeds and oilseed products.

Currently, the U.S. share of the total soybean meal export market—with soy 
beans converted to a meal equivalent basis—approximates 65 percent (49 percent 
in the form of beans and 16 percent as meal). The U.S. share of the world 
soybean and soybean oil market—oil basis—currently stands at about 71 percent. 
On the total fats and oils basis, the U.S. share of the world market ranges 
between 27 and 38 percent.

Principal markets.—Nearly all developed nations and even a number of cen 
trally-planned and developing nations are significant markets for our exports of 
these commodities. Japan, the Netherlands and Germany are our largest three 
markets.

Reasons for success.—Soybeans represent a cheap but protein-rich source for 
meal used as a feed ingredient in the livestock and poultry industry. No other 
country at present is able to produce so greatly beyond domestic requirements 
ns the United States is able to. World demand for soybeans has grown as the 
demand Cor meat has grown along with growth in world income.

(7)



The Public Law 480 program has made a significant contribution to the 
expansion of vegetable oil exports from the United States. Currently, our con 
cessional sales of soybean oil account for about one-third of our total soybean 
oil exports.

Market promotion activities also have had a positive impact on oilseeds and 
oilseed products in general.
Cotton

Overall export success.—In 1976-77 (August-July) U.S. cotton exports were 
4.8 million bales, 27 percent of world trade. This kept the United. States the 
world's largest cotton exporter. The 1976-77 volume was substantially higher 
than average shipments of 3.2 million bales for the recent period of low ship 
ments, 1968-72, but not as high as the recent peak level of 6.1 million 
bales in 1973-74. The 1976-77 level should be approximately maintained in 
1977-78.

Principal markets.—The Far Eastern countries, which have taken over three- 
quarters of U.S. shipments in recent seasons, are our principal markets. Japan 
and Korea, each of which now receive over 900,000 bales of U.S. cotton annually, 
are the two most important buyers.

Reasons for success.—Long-term business ties—fostered by promotional efforts 
by foreign mills and the Cotton Council International— are partly responsible 
for the favorable U.S. position in the Far East. Proximity and availability of 
cotton in quantity and a variety of descriptions (cotton classifications) are also 
important, as are the benefits of CCC Credit, Public Law 480, and (in Japan) 
Export-Import Bank loans. CCC Credit has been important in the Korean market, 
while Public Law 480, now less important in Korea than some years ago, is 
important in Bangladesh and Indonesia.
Tobacco

Overall export success.—Unfortunately, the United States' market share in 
tobacco has not been increasing. U.S. leaf tobacco exports in 1977, at 262,179 
tons, accounted for 21 percent of total world tobacco trade. This is down from 
24 percent in 1973 and perpetuates a slow long-term clown trend that is expected 
to continue in the foreseeable future.

Principal marlcets.—Our best markets for U.S. unmanufactured tobacco ex 
ports have been Western Europe and Asia. The European market, although, 
declining in U.S. share, has been the mainstay for U.S. leaf exports, taking 
almost one-half of our CY-1977 total. The Asian market, primarily Japan, ac 
counted for 35 percent of total CY-1977 U.S. unmanufactured tobacco exports.

Reasons, for success.—Increased demand'for blended 1 cigarettes containing 
U.S. leaf has developed throughout our major markets since World War II. 
U.S. cigarette leaf has certain qualities that manufacturers find essential and 
unavailable from other countries.

Western Europe is deficit in leaf production and has relied heavily on the 
United States for its tobacco supplies. Restrictive trade policies and increasing 
quantities of cheaper leaf available from third country suppliers have, however, 
limited exports to this area in recent years.

Growing demand for higher quality cigarettes in Japan, Thailand, The Repub 
lic of China, the Republic of Korea and the Philippines has fostered significant 
markets in these countries. U.S. cigarette exports to these areas and to the 
Middle East have increased sharply in recent years. Many .countries have made 
the decision to either supplement domestic production with imports, or substi 
tute imports for domestic output. This increased trade is abbetted by the multi 
national nature of many large cigarette companies. U.S. cigarette Shipments in 
CY-1977 reached $615 million—a new record.
Livestock byproducts . ' " .

Overall export success.—U.S. exports of livestock-and meat byproducts have 
witnessed a strong expansion in recent years. Larger exports of hides and skins, 
tallow and greases, and variety meats (offals) have been primarily responsible 
for this increase. In 1977 exports of hides and skins (mostly cattle hides) equaled 
$578 million, tallow and greases $549 million, and-variety meats (.offals) $158 
-million. Since 1970, the volume of cattle hides-has grown by more than two-thirds 
and the volume of variety meats by about 60 percent. The volume of tallow and 
greases has also grown, but less so.

Principal markets.—About half of the U.S. exports of hides and skins are sold 
to Japan and the Republic of Korea. Western Europe, Canada and Mexico are
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also large markets. Western Europe, Japan, and the Republic of Korea are the 
largest markets for U.S. tallow and greases. The European Community and 
Japan together imported 87 percent of our variety meat exports.

Reasons for success.—U.S. hides and skins are derived primarily from grain- 
fed cattle and are of high quality. Tallow and grease exports expanded sharply 
in 1977 as a result of lower world availability and consequently higher price of 
vegetable oils. While the European Community and Japan impose quotas and/or 
levies on imports of beef, imports of variety meats are subject to only a duty. As 
a result, retail prices of variety meats are low in relation to those of beef, en 
couraging strong consumption of variety meats in those countries.
Poultry meats

Overall export success.—Since 1970, there has been an increase in the export, 
value of these commodities of about 300 percent, with most of this success occur- 
ing since 1973. In volume terms the increase has been about 180 percent.

Principal markets.—Certain of the Far East countires—Japan, Hong Kong, 
and Singapore—have been some of our longer term successes. European markets 
have been substantial markets for our products in the past and some of the 
Middle Eastern countries appear to have significant potential for us.

Reasons for success.—Our success in the Far East results from long-term 
market promotion efforts. The U.S. share is increasing even though some com 
peting suppliers are closer. In Europe extensive governmental, cooperator, and 
industrial efforts have been necessary to hold as much of these markets as pos 
sible as additional tariff and nontarifC restrictions are placed on imports. The 
Middle East potential depends on the speed with which they compete—and 
the success with which they operate—certain new domestic poultry-raising op 
erations. Also the nearness of certain European countries permits products to 
move by truck to the market. The logistics of distributing 100 to 300 metric tons 
from a few trucks are much simpler than unloading and distributing 2.000 to 
5.000 tons from a ship. However, larger shipments of poultry meat, and eggs, 
have moved to this area and have been distributed.

2. AEE OTHER COUNTRIES THREATENING THE U.S. EXPORT POSITION IN OUR 
TRADITIONAL .MARKETS?

Grains
Although the United States is the world's largest exporter of wheat, compet 

ing countries consistently price their wheat below U.S. prices. The United States 
thereby becomes the world's residual supplier. Australia through lower prices 
and/or special credit terms undercuts us in Asian markets. Argentina undersells 
us in Latin American markets, while Canada is a strong competitor in Europe, 
Africa, and Latin America. In the fall of 1976 and again in 1977, Canada sold 
large amounts of lower-grade wheat to large grain companies at prices well below 
their current market prices to reduce their supplies and storage costs. This wheat 
was shipped to many of our traditional markets throughout the marketing sea 
son at prices substantially below U.S. wheat.

With regard to U.S. feedgrains, Argentina, South Africa, Thailand and, on 
occasion, Brazil and a few others compete with us in our traditional markets. To 
the extent that these countries are able to export, they tend to displace U.S. 
sales because most will set their prices far enough under U.S. prices to clear 
all the grain they desire to sell.

The United States has long felt that the European Community's Common 
Agricultural Policy (CAP) with its complex system of price supports, threshold 
prices, variable levies, etc., has promoted intracommunity trade to the detriment 
of our exports. Over the years it has developed into a powerful force for pro 
tectionism and restriction of trade.
Oilseeds and products

The United States is facing stiff competition in foreign markets as a result 
of Brazil's increasing exports of soybean meal to traditional U.S. soybean meal 
markets.

Exports of U.S. soybean meal to Europe have dropped sharply due to "quality" 
problems and competition from Brazil. U.S. soybean meal exports to all markets 
dropped 16 percent between CY 1976 and CT 1977. More alarming is the fact that 
U.S. exports of this commodity to Europe dropped 41 percent during the same 
period, from 4.2 million tons to 2.9 million tons.

Reportedly, European buyers can obtain, at the same price, soybean meal 
with a higher protein content from Brazil than from the United States. Brazilian
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exporters of soybean meal are currently receiving approximately $7 in the form 
of tax credits for each ton of meal exported. Over the long term, it has been 
projected that Brazilian soybean production could more than double by 1985, 
to approximately 25 million metric tons with most of the increase being exported. 
Exports will likely be in the form of oil and meal as Brazil's crushing capacity 
expands in line with its policy to increase the value-added portion of exports. 
Consequently, the U.S. soybean export situation will become worse. FAS and 
the U.S. soybean meal industry are currently developing a stategy to combat 
the effects of Brazilian soybean meal exports to Europe.

Another area of concern is the increasing availability of palm oil in the world 
market. World palm oil production in OY 1978 is estimated at 3.78 million metric 
tons and is projected to increase steadily, reaching 6.1 million tons by 1985. The 
crest in palm oil production is not expected until the mid-1990's. Specifically, 
Malaysia expects to more than double its annual palm oil production to 4.4 
million tons by 1985. A situation is developing whereby world markets must be 
found to utilize ever-increasing supplies of palm oil. U.S. soybean exports could 
be seriously hampered since soybean oil competes with palm oil for most major 
uses—specifically, margarine, mayonnaise, and cooking oil.
Cotton

Although the United States for decades held the dominant market share for 
cotton in Western Europe, U.S. exports have declined in recent years. Still 
amounting to a half-million bales annually, U.S. shipments to Europe have been 
driven down by a number of factors. Several new suppliers have entered the 
market, notably the Soviet Union but also Turkey and some other Middle East 
ern countries. Soviet cotton exports, the most important source for Western 
Europe, have increased because of:

a. Steadily increasing Soviet production and Soviet need to earn hard 
currency,

b. The Soviet selling agency "Exporetljon" will accept payment in hard cur 
rencies such as the French Franc at prices fixed in sales contracts up to six 
months earlier, thereby taking the risk of foreign exchange and price fluctu 
ations,

c. Bxportljon sells cotton of a quality that the large international merchants 
in Europe can subdivide into lots with more refined quality characteristics and 
realize a larger merchandiser's profit upon resale,

d. Russian transportation to Europe is less expensive and faster than U.S. 
transportation.
Tobacco

The U.S. export position for unmanufactured tobacco is being threatened in 
many of our traditional markets, especially our West European markets of the 
United Kingdom, Germany, Netherlands, Belgium, Ireland. The competition is 
largely coming from developing countries—Korea, Brazil, and Malawi. The pri 
mary basis of this competition is the EC's Generalized System of Preferences 
for tobacco, the changes in the rates and structure of tariffs in the EC-member 
countries, and the escalating prices of U.S. tobacco.
Animal byproducts

There are at present no threats to the U.S. position in traditional export 
markets for raw or cured hides/skins and animal protein meals (meat and 
bone meal, and feather meal). However, such threats do exist for tallow/grease. 
These threats are mainly in the traditional Asian and West European markets— 
e.g. Japan, Korea, Taiwan, India, Thailand, and the EC countries plus Spain.

Asian market threats are coming from Australian and Canadian tallow ex 
ports and also from palm oil exports, mainly from Malaysia and Indonesia. They 
have become significant in the past three years, and further intensification is cur 
rently indicated. Australia and Canada have been using short and medium term 
credits for exporting their tallow/grease to Korea, and this will likely continue.

European market threats are from palm oil. The threat so far is still minor, 
although indications are for significant increase in the future. There are also 
minor threats from Australian, East European and Argentine tallow. The prin 
cipal threat in the EC markets is a likely continuation of EC domestic production 
of tallow/grease and exports of this between EC member countries.

There is some indication of an increasing trend for domestic hog grease pro 
duction in Japan and Korea which threaten U.S. grease exports to these 
countries.
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Poultry meats and eggs

The European Community's CAP provides for the subsidization of poultry 
and eggs into the export market. This is a constant threat to the U.S. position 
in its traditional markets. The EC is now heavily subsidizing whole broiler ex 
ports—up to 12 cents a pound. At present the subsidy impact is the greatest in 
the rapidly growing poultry market in the Middle East, principally a market for 
whole broilers. In the past, EC subsidization to Singapore, Hong Kong, and 
Japan severely affected the U.S. export position in these traditional markets. 
At any time the EC could renew subsidization to these markets and initiate 
subsidization to other traditional U.S. markets.

Recently, Brazil has initiated heavy subsidization of whole broilers to the 
Middle East.

It is estimated that without subsidized competition, the value of U.S. exports 
of poultry and eggs would at least double.
Apples

The United States has essentially lost its traditional European market for 
apples and pears due to restrictive EC import policies—including a heavily pro 
tected French apple industry—and EC subsidies on exports of French fruit to 
these countries. In the mid-1960's, U.S. apple exports to Europe normally 
amounted to well over 2 million cartons annually. Since about 1970 these ship 
ments have rapidly decreased and at present amount to about 500,000 cartons 
per year.

In addition, subsidized apple exports from France have decreased the U.S. 
market share in several South American countries, most notably, Brazil and 
Venezuela.
Other fruits and vegetables

Under its Mediterranean policy, the European Community grants preferential 
import duties to various Mediterranean countries for the importation of fresh 
and processed fruits and vegetables. Israel, Spain, Greece and Morocco (the 
major Mediterranean citrus producers) are able to export citrus products to the 
Community with tariff reductions ranging from 40 to 100 percent. Tariff re 
ductions (on a seasonal basis) of 30 to 80 percent are granted on imports of 
many other Israeli fruits and vegetables. Similar tariff reductions on vegetables 
are granted to the other countries which have preferential trade agreements with 
the EC. These discriminatory duties have encouraged further investments in ag 
ricultural producing areas. They also have reduced the effectiveness of our for 
eign market development activities in Western Europe.

3. ABE THERE INDUSTRIES AND AGRICULTURAL SECTORS IN OUR ECONOMY WHERE DE 
CLINING EXPORT COMPETITIVENESS IS LIKELY TO RESULT IN JOB LOSSES?

Total agricultural exports
Based on an input-output analysis, a USDA study indicates that—for the $22 

billion of agricultural exports in 1974—about $43 billion of total business activity 
occurred. Thus, each dollar of agricultural exports stimulated an additional 96 
cents of output in the U.S. economy—a multiplier effect of almost 2.

The additional $21 billion is accounted for by an additional activity of $6 
billion in the farm sector and $15 billion in the nonfarm sector. The latter con 
sists of $2 billion in the food processing sector, $5 billion from other manufactur 
ing services, $2 billion in trade and transportation, and $8 billion from other 
services. Thus, about 70 percent of the additional economic activity occurred in 
the non-farm sectors of the economy.

With regard to employment, an estimated 1.2 million fulltime civilian .iobs 
were related to our agricultural exports. Of this, around a half-million U.S. 
farmworkers—14 percent of the U.S. farm labor force—were required to produce 
1974's agricultural exports.

In addition, more than 650,000 non-farm jobs were directly or indirectly 
related to the assembling, processing, and distribution of agricultural products 
for exports. Around 50.000 of these .iobs were in food processing; 300,000 in trade 
and transportation ; 100,000 in other manufacturing sectors: and 200,000 in other 
services. Consequently, in 1974 about 4 percent of the work force producing 
food and kindred products, and just under 1 percent of the non-agricultural 
civilian labor force, was likely engaged in providing goods and services for 
agricultural exports.
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Thus, any reductions in farm exports would mean some loss in jobs. And we 
do face a challenge with regard to soybeans. Some of our economists have made 
some estimates that reflect what would happen if soybean exports were to decline. 
Also, a loss of tobacco exports would present some particular hardships.
Oilseeds and products

It is estimated that for every 100-million-bushel decline in U.S. soybean ex 
ports, 23,700 jobs would disappear. Out of these, 13,500 are in the farm sector 
and 10,200 in the non-farm sector. In addition, for every $1 million (1967 dol 
lars) decline in vegetable oil and meal exports, our economy loses 96 jobs. Be 
cause of higher current export prices compared with 1967, the number should be 
lower—perhaps 60-70 jobs per $1 million decline in vegetable oil and meal 
exports.
Tobacco

Production and processing of tobacco is relatively labor intensive and the 
labor employed generally is low-skilled.

The present tobacco support programs would prevent prices to producers from 
falling. However, a buildup in stocks under Government loans would occur if 
there were a loss of exports. This inevitably would lead to cutbacks in production 
quotas for our tobacco farmers. Such reductions would sharply and adversely 
affect the largest, most capital-intensive, production units. Although these units 
are comparatively well mechanized, they still employ relatively large numbers of 
workers. Smaller production units, which rely mostly on family labor, would 
continue to produce but at a reduced level of income.

The volume of tobacco processed would fall with the loss of exports and cut 
backs in production. Packing costs would rise and the smaller, least-mechanized 
packers would be the first to go under. Larger mechanized packers would reduce 
employment in order to control variable costs.

4. WHICH PRODUCT AND GEOGRAPHIC MARKETS FOB EXPORT HAS THE UNITED STATES 
FAILED TO PENETRATE AND WHY?

Grains
The People's Republic of China (PRO) represents the major market for grain 

which the U.S. has not been able to penetrate on a regular basis. In 1977/78 
China is expected to import nearly 10 million tons of grain from Canada, Aus 
tralia, and Argentina.

The PRO has traditionally looked to these three countries for its wheat needs 
and only when they were unable to meet its need has it considered U.S. wheat. We 
are hopeful, however, that the PRO will diversify its wheat purchases more in the 
future and include U.S. wheat. But there are some obstacles. The Chinese want 
contracts guaranteeing certain specifications at unloading rather than at load 
ing; this is very unconventional for us. The Chinese have deferred payment ar 
rangements with other countries, while we are presently unable to offer this.
Oilseeds and products

On balance, U.S. oilseeds and oilseed products penetrated a wide spectrum of 
the world markets. However some .markets are limited. Examples of these are:

PRO.—The reasons appear to be political. Access for various oilseeds and prod 
ucts appear to be limited. Just recently, however, the PRO has bought about 50,- 
000 tons of U.S. vegetable oil.

Spaiii.—A marketing quota on soybean oil consumption limits utilization of 
soybean oil within Spain and frees the oil for export to developing countries, thus 
reducing our share of the world vegetable oil market. Spain, although a tradi 
tional buyer of our soybeans, limits licensing of new crushing plants which in 
turn limits Spain's import demand for soybeans.

USSR.—Because of the centralized decisionmaking process and the absence of 
a free market mechanism, the Government is the sole buyer for the U.S.S.R.'s 
needs from foreign suppliers. The Soviet's buying intentions with regard to oil 
seeds are not predictable, although some guess can be based on historical pur 
chase patterns and crop conditions. Unlike the case with grains, there is currently 
no agreement between the United States and the Soviet Union that defines guide 
lines for Soviet soybean purchases from the United States.

Japan.—The existence of an import quota on the order of 50,000-70,000 metric 
tons annually limits U.S. exports of peanuts to Japan.
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An export embargo and longshoremen strikes have shaken the confidence of 
some of our major buyers (e.g., Japan and the Netherlands) in our ability to be 
a reliable supplier. They have consequently diversified their sources of supply. 
Some countries, like Germany and Iran, are believed to have negotiated joint 
ventures with Brazil in processing soybeans. These events have increased Brazil's 
share of the world market at the expense of the United States.
Cotton

The United States has largely failed to penetrate East European markets for 
cotton although some sales are made to Poland and Romania. The primary of 
planned trading arrangements that these nations have with the Soviet Union, 
and the absence of most-favored-nation status, are obstacles in these markets. 
Where U.S. sales have occurred, they have been aided by CCO credit.
Tobacco

Exports of unmanufactured tobacco and products have a growing potential 
but this potential has not fully developed in the following regions: most of East 
ern Europe (except Poland and 1'ugoslavia), the Soviet Union, PRO and certain 
areas of both Latin America and Africa.

In Eastern Europe and the Soviet Union, the principal reason appears to be the 
failure to grant MFN status by the United States to the countries in question. 
Without MFN treatment these nations face higher U.S. duties; two-way trade in 
unmanufactured tobacco and products consequently has not developed. More 
over, these countries have not yet allocated the hard currency necessary to import 
high quality American-produced tobacco leaf and products.

In the Latin American and African markets, many of the countries are either 
self-sufficient in tobacco, or they have developed as competitors to the United 
States in the tobacco trade. Also, there are significant trade restrictions existing 
in these areas as well as a lack of foreign exchange to purchase U.S. tobacco.

It would seem that a mutual lowering of trade barriers could result in in 
creased tobacco trade—primarily, to the benefit of the United States because of 
the high quality of our tobacco.
Citrus juices

U.S. penetration of the Japanese citrus juice market has been severely lim 
ited by very small quotas for orange and grapefruit juice. Such quotas have 
been maintained for the protection of the manadarin orange (satsuma) indus 
try in Japan which has expanded appreciably over the years. Although the 
recent negotiations between these two countries did result in an enlargement 
of the annual quota, its size is still far too small to fully accommodate Japan's 
market potential. U.S. negotiators and industry spokesmen have repeatedly urged 
that the Japanese open their market to imports with the view of blending the 
imported product with the locally produced juice. The latter is not, by itself, 
a very platable end product to the consumer.
Apples and other horticultural products

The Republic of China (Taiwan) is a market which sorely restricts U.S. horti 
cultural products because of the persistent presence of both tariff and nontariff 
barriers. Apples provide an excellent example. The basic import duty is 78 per 
cent ad valorem. B'urthermore, the procurement of apples is limited to only one 
importer, the Central Trust of China. Once the procurement is completed, the 
Central Trust auctions the applies to local traders. Because of the limited sup 
ply at hand, these traders are exceptionally generous in their bidding. As a 
result, the fruit sells at fantastically high prices to the consumer; prices of 
$1.25 to $1.50 per apple are common.
Beef

Next to the United States, the European Community is the world's largest 
market for imported beef. However, U.S. shipments of beef to it remain lim 
ited. The EC maintains a system of duties and variable levies which tightly 
control beef imports. In addition, EC consumers usually do not have an estab 
lished preference for grain-fed beef.

As a result, most of the beef imported by the EC is from countries such as 
Argentina, which can supply grass-fed beef at much lower prices.

The United States has not been able to export any beef to the U.S.S.R., which 
has become a large beef importer in recent years. The U.S.S.R. purchases pri-

25-472—7S———2
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marily lower quality frozen boneless beef. Countries such as Australia and Ar 
gentina are able to supply this type of beef at about half the prices of U.S. beef.

Although Japan is the largest U.S. market for beef exports—with shipments 
valued at $52.5 million in 1977—it maintains strict quotas and very high beef 
prices to promote its domestic industry.

Part of the expansion in beef exports to Japan that have taken place have 
resulted from increased shipments of cuts known as hanging tenders and skirts. 
These cuts are considered offals by the Japanese and are therefore not subject 
to quotas. Even with the recent increase in quotas, U.S. beef exports will be 
limited by Japan's quotas.
Breeding cattle

U.S. breeding cattle sales, beef and dairy, are restricted from reaching their 
full potential due to the unavailability of medium to long term credits, which 
are offered by other supplying countries.
Leather

Japan is the largest importer of U.S. hides. However, with regard to wet blue 
chrome leathers (semi-processed bovine hides), Japan has refused to grant 
access to their economy. This remains their position despite the efforts of STR 
and the petition filed under the 301 provision of the Trade Act of 1974 by the 
Tanners' Council of America, Inc.
Other animal products

By-and-large, products of this nature have not been exported to the devel 
oping nations. A lack of foreign exchange earnings is the primary reason. As 
these countries start earning foreign exchange, imports of animal products 
usually expand, as seen by the experience in Korea, Nigeria, and some Middle 
East countries.

5. ARE THERE NEW MARKETS THAT OFFER SUBSTANTIAL POTENTIAL EXPORT GROWTH 
AND WHAT IS BEING DONE TO GAIN A FOOTHOLD IN THESE MARKETS?

Grains
Wheat

Eastern Europe, including the USSR.—The Foreign Agricultural Service and 
the Great Plains Wheat (GPW) are placing increased emphasis on this area. 
An increasing share of the time and effort of the GPW staff in the office in 
Kotterdam is being directed toward servicing this market. A team of Polish 
Government and Grain Purchasing and Processing experts was brought to the 
United States in December to deal with a specific marketing problem. Increased 
CCC allocations for credit for wheat purchases have been made. Consultants 
on wheat quality and milling have visited several countries in the region. Con 
tacts with purchasing officials are being made in an effort to keep them ac 
quainted with U.S. wheat quality and prices. Teams to the United States from 
the USSR and East Germany are planned this fiscal year.

Africa.—Several countries in this area are increasing their wheat purchases. 
In order to more adequately service this market area, Great Plains Wheat 
opened an office in November 1977 in Casablanca, Morocco. A U.S. wheat mar 
keting seminar is planned in Casablanca in June, with key government and in 
dustry leaders from African and Mid-Eastern countries invited to participate. 
Technical servicing to the milling and baking industry in the area will be pro 
vided through visits by technical consultants. Key decision makers from se 
lected countries will be brought to the United States to see our wheat produc 
ing and marketing system.

Latin America.—Increased emphasis is being placed on growing markets in 
this region. In cooperation with a University in Santiago, Chile an adequately 
equipped and staffed bakers training school has been established. The school will 
be used to train bakery workers in Chile and from othur South American coun 
tries also. Great Plains Wheat is planning to establish a regional office in Chile 
to better service the market area.

South East Asia.—These countries are buying increasing amounts of wheat 
and Western Wheat Associates through its office in Singapore is increasing its 
efforts in the area. The staff is being increased and frequent contacts with key 
decision makers are being made. A new baking school has been established in
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Indonesia to train bakers in an attempt to meet the rapidly growing demands 
for bread and other bakery products. Bread has been successfully introduced into 
the school lunch program in Thailand, a country where rice is a traditional staple 
in the diet. Milling consultants are assisting flour millers in the area in using 
U.S. wheats. Baking technicians covering several different facets of bakery 
products are conducting seminars in bakeries in the area. A team of flour mill 
and government officials from Malaysia visited the United States in October and 
two cargoes of U.S. wheat were purchased.

Feedgrains
Eastern Europe.—This is a grain deficit area that has undertaken ambitious 

plans to expand livestock and poultry production. Through our cooperator pro 
gram with the U.S. Feed Grains Council, we are sponsoring market development 
activities designed to increase efficiency and output through the introduction of 
modern technology and the feeding of higher levels of grains. The most active 
programs so far have been in Poland. Here, in cooperation with Polish re 
searchers, the Council's consultants have designed and put into operation the 
first modern feedlot in the country. It will serve as a model for all Eastern 
Europe. The Council has also a fish feeding activity in Poland and is initiating 
sheep feeding activities in Bulgaria and Romania. There are activities for poultry, 
swine, and dairy feeding, management and nutrition, all in various stages of 
planning and completion. We believe that the market potential for feedgrains 
in Eastern Europe is enormous. Our technology is eagerly accepted and readily 
adaptable to East European agriculture.

Africa.—Nigeria, with its large and rapidly expanding population, is a poten 
tial market of great significance. Modern livestock and poultry industries are 
in their infancy, and there is little technical and managerial expertise present. 
Market development activity has begun with a port survey to determine what 
is needed to effect importation of grain in bulk rather than in bags. An earlier 
study established livestock and poultry benchmarks and indicated the general 
direction market development activities should take.

Morocco, Algeria, Tunisia, and Libya all appear to be potential markets of 
moderate size for U.S. feedgrains. We expect an increasing amount of market 
development activity in this area during FT 1978 and subsequent years.

Latin America.—This area also appears to have significant market potential 
for feedgrains. We would like to see a USFGC regional office established in 
Central America and the initiation of market development activities soon 
thereafter.

Middle East.—This is another market area with potential. Poultry industries 
are being developed and existing sheep industries could be expanded with the 
introduction of modern feeding and management practices. The Council has 
begun a series of activities in the area and will expand them in the coming 
years.

Rice
"Nigeria.—Following a significant duty reduction, U.S. exports of rice (mostlv 

parboiled) jumped from 16,060 tons in 1975/76 to 130,000 tons in 1976/77 and 
are continuing at about the same pace (61,000 tons for August/December 1977). 
Largely as a result of this new business, several U.S. rice mills have invested 
heavily in expansion of their parboiling facilities. These have been persistent 
rumors to the effect that the Nigerian Government plans to implement some sort 
of import restrictions. This has caused_ great concern in the U.S. rice industry. 
It is our understanding that determinations on which commodities will be 
allowed entry are made annually in April.

Our market development program in Nigeria consists of three relatively small 
brand incentive programs carried out in cooperation with three U.S. mills. There 
is some concern on the part of the Cooperator (Rice Council) that the promo 
tional program for Nigeria not become so large as to attract undue attention 
and thereby result in some restrictive action by the Nigerian Government.

This market offers additional growth potential for American rice providing 
access is maintained.
Oilseeds and products

Eastern Europe and the Soviet Union.—There is growing interest in improving 
local diets by shifting from starches to proteins in these countries. Therefore, 
an increase in livestock numbers is planned, creating a potentially strong market
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for soybean meal. FAS/ASA have attempted to show the value of using soy 
meal as an efficient and economical livestock feed ingredient. They have also 
used trade servicing to promote the idea that U.S. soybean producers are ready 
and able to supply needed assistance in feed and livestock technology. Another 
goal has been promoting increased use of soy oil and soy protein for human 
consumption. To this end, a conference was held in Moscow in early FY 1!)77 
to show the value of soy protein products, and the economics of including soy 
bean meal in livestock feeding rations. A soy oil refining team and a soy protein 
team are expected to visit the United States from this area.

Middle East and North Africa.—U.S. exports of soybeans and products passed 
the $100 million mark for the first time in 1977 in this growing market. The 
biggest customers at present—Iran, Egypt, and Morocco—have large popula 
tions to feed and are trying to raise the protein level of their diets. These 
countries, together with other potential consuming countries in the area, are 
investing in new plant machinery for the processing of soybeans into soybean 
meal and soybean oil. Investments for meat production, especially poultry, have 
also grown. FAS/ASA have tried to acquaint all feed manufacturers and direct 
users with the value of soybean meal and how to formulate it. For those coun 
tries expanding their crushing capacity, we have sent an oil technician to show 
how to operate the plants efficiently for soybean meal production and for refin 
ing of oil suitable for cooking use. A nutritionist for poultry production and a 
soy protein nutritionist to formulate foods for school lunch programs and the mili 
tary are other projects planned. Poultry teams have been brought to the United 
States to see U.S. integrated poultry operations, as well as nutritionists to observe 
the manufacture and various end-uses of soy protein.

South East Asia.—Preliminary trade servicing activities were initiated in 
Hong Kong and the Philippines to promote utilization of soybean meal and soy 
protein. FAS/ASA are expanding these activities to Singapore. Malaysia, and 
Thailand. The program emphasis is now on utilizing soybean meal in livestock 
feeding rations and promoting the use of soy protein in daily diets.

Latin America.—The major emphasis in this region has been, as in the Middle 
East and Eastern Europe, on encouraging the use of soybean meal in livestock 
feeding rations through feeding demonstration, seminars, and publication of 
technical literature. For soybean oil, U.S. technicians have visited these coun 
tries to acquaint oilseed crushers with current techniques for processing a 
quality soybean oil. More effort is also being placed on promoting soy protein for 
human consumption.
Cotton

Portugal is virtually a new market for large quantities of U.S. and other 
cottons. This country lost its traditional source of supply for about 200,000 bales 
annually in 1974 when Mozambique and Angola were decolonized. Under FAS 
market development activities, a trade mission was sent to Portugal in 1976 
and Portugese buyers have regularly been included on Cotton Council Inter- 
national/FAS annual U.S. Cotton Orientation visits. FAS also conducted a 
market study in Portugal during early 1977.

U.S. raw cotton exports to Asia increased by nearly 50 percent in the five-year 
period 1972-197G in comparison to the previous five-year average. Currently 
about 80 percent of U.S. raw cotton exports are shipped to Asia. The Cotton 
Council International (CCI) conducts a joint advertising program with third 
party cooperators in six Asian countries. U.S. cotton trade and technical mis 
sions to Asia and U.S. cotton orientation visits for Asian cotton buyers are also 
carried out by the Council. CCI is currently planning to open a cooperator re 
gional office in the Far East for the purpose of providing trade and technical 
servicing to the Asian market.
Meat and Livestock Byproducts

Beef, Pork, and Offals
Our greatest potential for market expansion of these products remains in 

Japan and Western Europe; the limiting factor is market access. Both markets 
have very restrictive quota and variable duty systems and efforts to eliminate 
or minimize these restrictions have been carried out through bilateral and multi 
lateral trade negotiations. We are seeking increased HRI quotas of up to 10,000 
metric tons in each market and reduced fixed rates of duty.
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The U.S. Bleat Export Federation, a FAS market development cooperator, es 
tablished an office in Tokyo, and will soon have a European office in London. 
Each office is responsible for servicing U.S. exporters, provide support for market 
development trade exhibits, seminars, and public relations activities. The Euro 
pean office will also initially coordinate such activities for the Middle East and 
Africa.

A relatively new market for U.S. beef is the Middle East—Iran, Saudi Arabia, 
Kuwait and the United Arab Emirates. These "oil rich" countries have greatly 
expanded beef imports in the past 2 years because of the increasing demand by 
foreign business travelers, tourists, and the greater affluence of the general 
public.

Hides and Leather
Together with the Tanners' Council we have made continuous efforts to de 

velop new opportunities for tanned hides/leather. Severe trade-barrier restric 
tions in nearly all prospective countries have greatly limited our success. We are 
now trying to eliminate or reduce these trade barriers via the MTN negitiations.

Tallow and other byproducts
Three years ago we launched a concentrated effort to increase export markets 

for U.S. tallow/grease in new markets. We expect to complete in a few months 
a series of market surveys. These and some studies already completed will be 
the main basis for taking actions to capitalize on these markets—mainly in 
Latin America, Africa, Middle East, and East Europe. Several follow-up ac 
tivities have already been taken on the portion of these surveys/studies which 
have been completed.

USBA is also attempting to ascertain new markets for meat/bone meal, feather 
meal and blood meal. The most promising areas discovered to date are in the Far 
East and Eastern Europe. Follow-up actions have already been taken in both 
areas, especially in East Europe.
Poultry meats and eggs

Indonesia and the South Pacific Islands are new markets with substantial 
potential export growth for these products. Currently, high import duties are a 
barrier to developing the Indonesian market to its fullest potential. U.S. ex 
porters are being encouraged to contact Indonesian traders to develop interest 
in U.S. products—particularly further processed items for the restaurant, hotel, 
and institutional trade—with the hope that such development of trade interests 
could lead to a quota for such products, or a reduction in duty.

Trade shows are scheduled to be held in the South Pacific Islands and U.S. 
poultry exporters will be encouraged to participate. The rapid growth in hotels 
throughout the South Pacific Islands area to service an ever-increasing tourist 
trade lias significantly increased the market potential for U.S. poultry products.

The Poultry and Egg Institute of America <(PEI'A) is the poultry and egg 
industries' market development cooperator with FAS. The cooperator has re 
cently included Indonesia and the South Pacific Islands in its market develop 
ment planning. PEIA will coordinate its activities with FAS activities to maxi 
mize the development effort.
Fruits and vegetables

Japan.—This market offers substantial potential growth for U.S. horticultural 
products. However, Japanese import rules and regulations severely restrict U.S. 
exports of many fruits and vegetables. For example, if Japan were to fully drop 
restraints on fresh oranges and orange juice, it would become our largest foreign 
market for' these products.

Several relatively new items also have potential -in Japan, for example, avo 
cados, papayas and cranberry products. In order to obtain a foothold in this 
market. FAS is providing funds for market promotion activities for a number 
of horticultural items, including these three products. In the case of fresh and 
processed citrus, we are continuing to work through the MTN in Geneva and 
separate bilateral negotiations to increase our access to this market.

Middle East countries.—We believe substantial market potential exists for 
exporting U.S. horticultural products to this area. It would appear that canned 
goods show particular promise—especially juices and selected fresh fruits and 
vegetables such as citrus, apples, grapes, strawberries, and cherries. We are
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currently working to identify other items showing potential for export. FAS- 
sponsored food exhibits and trade teams are two important activities through 
which we can learn more about this area. As an indication of trade interest, 
we have recently serviced more requests than in the past for information on 
rules and regulations with regard to business operations in this area, as well 
as specific commodity information.

The Northwest Horticultural Council in conjunction with FAS is currently 
studying possibilities for market development in the Middle East.

Taiwan.—In recent months Taiwan has demonstrated willingness to increase 
imports of horticultural products from the United States. Our bilateral negotia 
tions with Taiwan have resulted in agreements to purchase a minimum of $4 
million of U.S. fresh oranges, lemons, and apples, and, $400,000 of U.S. wines. 
They have also agreed to a reduction in the tariff rate for fresh citrus. We are 
also working to reduce other excess tariffs such as those applied to raisins. 
Where appropriate, the sale of these items will be supported by coordinated 
FAS/industry promotional activities.

Discussions between the United States and Taiwan concerning the bid/auction 
import system for apples will continue. This system works against any signifi 
cant increase in sales volume by artificially inflating retail prices in Taiwan.

India.—Discriminatory practices in India in issuance of import licenses and 
"preferences" with Afghanistan and Iran resulted in nearly all of the almond 
imports to originate in Iran and Afghanistan in recent years. However, after 
several years' efforts by the United States almond industry and FAS, the Gov 
ernment of India announced in March 1977, the liberalization of imports of 
dried fruits, including almonds. This allowed importers to obtain import licenses 
but India's requirements that individual licenses be limited to 10,000 rupees and 
be shipped independently prevented efficient shipment of container-sized orders.

In spite of this limitation, shipments to India totaled 897,075 pounds valued 
at $1.3 million for the July-December, 1977 period compared with 33,375 pounds 
for the same period in 1976.

In late December 1977, India further liberalized the importation of dried 
fruits, including almonds, by increasing the import license value limit from 
10,000 to 50,000 rupees effective through the end of the current Indian fiscal 
year 1978 (March 31, 1978). This will further stimulate almond exports by 
decreasing paperwork as well as enlarging individual orders.
Seeds

In cooperation with the American Seed Trade Association, we have mounted 
a very aggressive market development program which we have been expanding 
as fast as the Seed Trade Association has found feasible. The program includes 
foreign market studies, surveys, and representations with both governmental 
and non-governmental contacts. We maintain active contact with all appropriate 
regional and international organizations concerned with seeds. We sponsor visits 
to the United States of appropriate traders as well as government -Officials in 
foreign countries concerned with the purchase and importation of seeds to ac 
quaint them with the high quality of our seeds and their availability for export. 
Also, we are planning to sponsor demonstration plantings of our varieties in 
some foreign areas where this is needed to convince prospective buyers of the 
superior quality of our seeds.
Processed food items

Two obstacles severely limit the market potential of processed items: (a) 
foreign marketing systems not yet sophisticated enough to absorb the products, 
and (b) the desire of many nations to develop their own processed food industry 
rather than import.

Despite these hurdles, FAS's on-going market promotion activities include 
programs designed to locate new markets and to assist firms in exploiting all 
opportunities. Activities embraced in these efforts include market surveys, sales 
teams, and new product testing.

6. WHICH U.S. EXPORT SECTORS ARE BEING HARDEST HIT BY THE EXPANDING EXPORT 
ROLE OF DEVELOPING COUNTRIES?

As discussed in the answer to question #2. the United States currently is 
receiving strong competition from tobacco exports from Korea, Brazil, and 
Malawi; and from fresh and processed fruits and vegetable exports from Morocco 
and Israel. The competition from these sources is not discussed further here.
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Oilseeds and products
The expanding export role of developing countries so far has reduced signifi 

cantly the U.S. share of the world market for oilseeds and oilseed products. 
Nevertheless, U.S. soybean exports doubled over the past 10 years. With regard 
to soybean meal, however, Brazil succeeded in capturing a large segment of the 
market.

The U.S. share of the world market for soybeans and soybean meal in 1965— 
on a soybean meal equivalent basis (SME)—was 92 percent (66.4 percent in 
the form of beans and 25.6 percent as meal). At that time, Brazil had less than 
2 percent of the market (0.1 percent as beans and 1.3 percent as meal). At the 
present time, the U.S. share contributed by soybean exports has stabilized at 
about 50 percent; however, soybean meal exports have declined, contributing 
an expected low level of 16 percent in 1978.

Brazil's accelerated growth in soybean meal and oil exports is largely attrib 
uted to several tax incentives for soybean products and not so much soybean 
production per se. These incentives include tax credits, preferential financing, 
which offers below market interest rates to finance production for exports, and 
waiving income taxes on profits earned from the export of soybean products.

Some impact on the U.S. export market for vegetable oil has developed in 
recent years because of the expanded role of Malaysian palm oil exports. Need 
less to say, the United States itself is a large outlet for Malaysian palm oil ex 
ports. However, U.S. vegetable oil exports managed to maintain a significant 
share of the world market. The U.S share currently accounts for about one-third 
of the world total edible vegetable oil export market
Cotton

Although U.S. raw cotton exports have not dropped, a large number of de 
veloping countries have become increasingly important suppliers of raw cotton 
to West European and Far Eastern markets. These countries include West African 
countries (the Ivory Coast and Chad), South American countries (Colombia), 
and Middle Eastern countries (Turkey, Iran, and Afghanistan).
Horticultural products

The rapid emergency of Taiwan as the world's leading exporter of a num 
ber of important horticultural products during the 1960's dimmed the prospects 
for several U.S. export items, particularly to Western Europe. Among these 
items were canned asparagus and pineapple. More recently, Taiwan has sud 
denly emerged as an important world exporter of canned tomato products. It 
has already penetrated two markets in high volume, Canada and Japan—both 
of key importance to California canners.

Brazil is another country that has altered the export posture of U.S. horti 
culture. This country has displaced the United States as the world's leading 
exporters of frozen concentrated orange juice, and it now appears that the gap 
will widen even further.

In addition to the recent competition from Taiwan, the tomato processing in 
dustry in California has experienced considerable displacement by other pro 
ducers in its export markets over the past 10-15 years. In contrast to only a 
few producers and exporters in the Mediterranean region about 10-15 years 
ago, virtually every country in that area is now an exporter of some renown 
of canned tomato products. These countries, through lower costs and the at 
tendant lower prices, have hurt us in such important markets as Canada and 
Japan.
Poultry meat

While poultry meat exports are expanding, there are certain developing coun 
tries which are entering the export market in direct competition to our sales. 
Brazil, which started to export poultry meat in 1975, has expanded its produc 
tion and exports each year since then and is forecasting additional growth for 
the coming years. Brazil's exports are supported by a tax relief.
Offals

One area where the U.S. exports of offals may be affected by exports from 
developing countries is to the EC. The EC is placing certain marking labeling 
and other requirements on offals being imported. Due to the special considera 
tion given to exports from developing countries, these requirements could per 
haps be waived for them, thus providing them a sharp advantage over U.S. 
products.
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Tallow , • .
Tallow has been one product that has been hurt by palm oil production in 

certain. developing countries in Asia, Africa . and Central South America. For 
certain products, including soaps and certain foodstuffs, palm oil can be sub 
stituted to some extent or completely for tallow.

7. WHAT. POLICIES DO YOU RECOMMEND TO ENSURE THE COMPETITIVENESS OF U.S. 
AGRICULTURE AND INDUSTRY IN WORLD MARKETS?

Based on a worldwide free market system and the principle of comparative 
advantage, U.S. agriculture is competitive in the world market. Few countries 
have soil as rich, climate as favorable, and farmers as competent as has the 
United States. Furthermore, the United States has one of the best records with 
regard to controlling inflation and cost of any nation in the world, and the best 
record of those nations that are agricultural exporters in any meaningful way. 
Also, the decline in the foreign exchange value of the U.S. dollar during the 
1970's has generally added to our competitiveness. However, the U.S dollar has 
actually appreciated against the currencies of some agricultural exporters— 
Argentina, Mexico, South Africa, Thailand, and very recently, Canada. But, when 
changes in the exchange rate and the degree of inflation here and abroad are 
all considered, our calculations reflect a generally improved competitive posi 
tion for the United States from 1970 through 1976 as a result of these factors. 
(Data for all countries are not yet available for 1977.) Monetary developments 
in South Africa represent an exception, however. This country has not controlled 
inflation better than we have but, through 1976, it had devalued its currency 
more than enough to remain competitive with us.

Unfortunately—as discussed in answering questions to 1 to 6—there are many 
tariff and non-tariff barriers that negate the free flow of agricultural exports 
in the world market and these significantly negate the economic advantages pos 
sessed by U.S. farmers. These problems have been with us for a number of 
years now. They have been greatly analyzed and attempts have been made, and 
are being made, to reduce them in bilateral negotiations and in various MTN's 
under the aegis of the GATT. I am sure you are aware, for example, of the 
progress we have made in increasing Japan's import quotas on beef, oranges, 
and orange -Juice.

To offset in a general way the effect of these impediments, it has been nec 
essary to institute a number of export promotion programs. These include (1) 
Public Law 480 under which we extend extremely concessional dollar credits. 
(2) our Export Credit Sales Program (CCC credit) under which we extend 
efedits up to 3 years, and (3) a strong market-promotion program in cooper 
ation with private trade associations. With the inherent competitiveness of U.S. 
under the ageis of the GATT, I am sure you are aware, for example, of the 
institutional impediments that face us—U.S. farm exports have increased from 
about $7.3 billion in 1970 to $23.7 billion in 1977. Because of inflation, some of 
this increase is more apparent than real. In terms of quantity, there has been 
about a 60 percent increase.

But as 1978 begins to unfold, U.S. agricultural exports face a relatively new 
set of problems. In addition to the old impediments, we now have (1) extremely 
high world-market prices for petroleum, (2) sluggish- growth in some major 
nations abroad. (3) a great deal of difficulty here and abroad in reducing in 
flation. (4) shifting exchange rates, and (5) growing pressures for protection 
against imports. Underpinning the new pressures for import protection is of 
course the growth in exports of steel, color television sets, textiles, ships, and 
other manufactured products by Japan and a number of developing nations.

In general, we need to make pertain that the solutions to the world's old and 
new economic problems are ones that lead to rireater consumption and production 
and not Jens consumption and production. We must be careful not to institute 
new policies and programs that invite retaliation a.nd more protectionism. We 
must continue our past efforts to incense the free flow of trade through inter 
national negotiations. Our export-credit and market-development programs are 
well accepted internationally and we must continue to adjust them as new con 
ditions dictate.

With regard to the new set of world problems, we should continue to urge 
stronger growth by those industrial countries that presently have strong balance 
of payments positions. AVith stronger growth, their imports should increase and,
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thereby, increase the exports of countries with weak international financial 
positions.

The increase in exports by the weaker countries should assist them in two 
ways. There is the direct effect on domestic economic activity of larger exports, 
although this effect is not expected to be large in the opinion of some economists. 
In addition, larger exports will strengthen their balance of payments position 
and thereby permit them to undertake more expansionary fiscal and monetary 
policies.

With greater growth in most industrial countries, there would be less pres 
sure within them for protection from imports. Thus, the developing nations could 
earn more foreign exchange which they, in turn, could use, in part, to purchase 
our agricultural produce. Larger U.S. agricultural exports would strengthen 
the dollar, and since it is the world's key currency, all nations would benefit. 
The world's international system of payments cannot be based very long on a 
weak currency.

A second step we can take is to create a much greater public awareness— 
here and abroad—of the need for flexibility in the allocation of resources. With 
higher oil prices and growing efficiency in a number of rapidly growing less de 
veloped nations, we must shift resources—botli labor and capital—to reflect 
these new conditions. To maintain too rigidly the world's past economic struc 
ture is in effect to ignore (1) the higher cost of energy and (2) to negate the 
economic development and export potential that has occurred in the developing 
nations, and (3) possibly even negate new efficiencies in certain sectors and 
regions of our own nation. To overly preserve the status quo is to dampen or 
halt world progress.

We need obviously to make certain, for the protection of ourselves and others, 
that competitive export-positions by foreign nations are not artifically contrived 
by governmental or monopolistic actions. But where efficiencies are based on 
sound economic principles, nations should adjust to them—not nullify them.

Our agriculture—and the whole world in fact—stands to gain greatly by the 
recognition of new efficiencies. In this regard, we cannot inform the American 
farmer that his Government will not guarantee his income—and the U.S. Gov 
ernment should not—and then permit Governmental actions which dampen the 
demand for his commodities in foreign markets. And when we limit the importa 
tion of industrial goods, we may very well be doing exactly that. Japan, with its 
large foreign exchange reserves and strong currency, can import more without 
exporting more for a while, but few developing nations can duplicate this act 
and Japan cannot do it forever.

To the extent we limit industrial imports, we have been and would be ad 
justing to the world's economic problems by reducing industrial production and 
food consumption abroad, and reducing food production here. The reduction in 
industrial production abroad probably would be offset mostly by increased pro 
duction here. However, the price of a given item would likely be higher as a 
result of this shift and consumption and production on balance probably would 
•be reduced a little.

However, food consumption abroad and food production here would likely be 
reduced significantly. Food production in the developing nations would no doubt 
increase some, but few places in the world have an agriculture as effective as 
ours.

The economic principle underlying this discussion is not new. Economists years 
ago developed the principle of comparative advantage. Nor has the U.S. Govern 
ment failed to recognize the principle. Our international trade negotiations are 
proof of this recognition. What is new, by-and-large, is the set of economic 
problems thrust upon us in this decade and characterized by some economists 
as the economic storms of the 1970's. In the context of these storms, it is more 
difficult, to sell the principle of comparative advantage—but no less essential. Ad 
herence to this principle sometimes requires change and it is difficult to change 
positions during a storm. But we should try to calm the storm and make those 
changes required by economic conditions not artificially contrived.

With freer world trade and sufficient world economic growth. U.S. agriculture 
in the short run is competitive. With the present institutional barriers to our 
agricultural exports, we need to maintain and perhaps strengthen our credit 
programs and our market development efforts.

Given our efficient agriculture and the growth in the world's population. U.S. 
agriculture in the long run is not only viable, it is absolutely essential to the 
world's well-being.
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Mr. HATHAWAY. I think in brief I could summarize by saying that 
the competitive ability of U.S. agriculture has remained high and 
improved during the seventies. In addition to agriculture's well-known 
efficiency, our competitiveness has been enhanced by our ability and 
relatively good record in controlling inflation and to some extent has 
been improved by the decline in the value of the dollar.

Now there are, of course, a large number of tariff and nontariff 
barriers which partially or completely offset our competitiveness, but 
despite these, the value of U.S. farm exports has grown from $7.3 
billion in 1970 to $23.7 billion in 1977. In terms of volume, there has 
been a 60-percent growth in the tonnage of U.S. agricultural exports 
over this period.

We are still the world's largest exporter of grains, soybeans, cotton 
and tobacco, and our exports of livestock products and poultry meats 
have expanded strongly. Our share of the world's grain market has 
increased in part as a result of greater export to the Soviet Union and 
other centrally planned economies of Europe. In some other areas we 
face increased competition.

U.S. farm product exports over the years has had the assistance of 
two credit programs: Public Law 480 and the Commodity Credit Cor 
poration export credit sales programs and a strong market develop 
ment effort in cooperation with private trade associations. We are 
also attempting to reduce foreign barriers to our exports in our bi 
lateral and multilateral negotiations. We recently were somewhat suc 
cessful in this effort in our bilateral negotiations with Japan regarding 
U.S. beef and citrus. We continue to push forward in the multilateral 
trade negotiations now underway in G-eneva.

We are studying the feasibility of a CCC credit sales program with 
repayment periods of more than 3 years which is now provided under 
the current program but with a shorter repayment period than the 20 
years typical under Public Law 480 programs.

In order to deal with the various problems that we think we face, 
we want to emphasize that we believe flexibility is important. We be 
lieve that flexibility here and abroad in our economies is a major fac 
tor. To maintain too rigidly the world's old economic structure is to 
ignore the high cost of energy, advances in economic development and 
export potential in some other countries, and even U.S. efficiencies in 
certain sectors and regions that might be placed in jeopardy by shifts 
that are underway. To attempt to completely preserve the status quo 
is to dampen or halt growth in world income which is a very important 
factor in the expansion of U.S. exports of foreign products.

Now obviously we need to make certain, for the protection of our 
selves and others, that the newly developed export industries that are 
competitive with ours are not artificially contrived or supported by 
monopolistic actions; but where efficiencies are based on real differences 
in economic advantage we should be prepared to compete for a growing 
market.

In general, we need to make pure that solutions to the world's old 
and new economic problems are those that lead to greater consumption 
and not to less consumption and production. We must be careful not to 
institute new policies and programs that invite retaliation and more 
protectionism because one of the great losers in a decline toward pro 
tectionism would be the exports of U.S. farm products. We must con-
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tinue past efforts to increase through international negotiations and 
improve freer flow of trade.

Our export credit and market development programs are well ac 
cepted internationally and we must continue to adapt them as con 
ditions dictate.

I would like to just mention some relatively important statistics. Our 
farmers devote around 100 million acres each year to production for 
export, almost 1 out of every 3 acres of harvested cropland in the 
United States. If one takes that back to the farmgate, just under 20 
percent of the gross income from farming is from export sales. Value 
and benefits of export sales are not limited to agriculture or farming. 
Based on an input-output analysis done by the USDA, it states that 
the $22 billion of agricultural exports in 1974 resulted in about $43 
billion of total business activity. In other words, each dollar of agri 
cultural exports stimulated an additional 96 cents of output in the U.S. 
economy, an export multiplier of almost two. The additional $21 bil 
lion occurred in various sectors. We estimate $6 billion in the farm 
sector and $15 billion in the nonfarm sector. Thus, about 70 percent 
of the additional economic activity occurred in the nonfarm sectors of 
the economy based on that 1974 anaylsis.

With regard to employment, an estimated 1.2 million full-time 
civilian jobs were related to our agricultural exports. Of this, about 
a half a million are U.S. farm workers; 14 percent of the farm labor 
force, were required to produce exports.

In addition, more than 650,000 nonfarm jobs were directly or in 
directly related to the assembling, processing, and distribution of agri 
cultural products for export. About 50,000 of these jobs were in food 
processing, 300,000 in trade and transportation, 100,000 in other manu 
facturing sectors, and 200,000 in other services.

Consequently, in 1974 about 4 percent of the work force producing 
food and kindred products and just under 1 percent of the nonagri- 
cultural civilian labor force were engaged in providing goods an serv 
ices for agricultural exports.

In preparation for this hearing we were asked to comment on two 
legislative developments growing out of the desire of many members 
to further expand the exports of U.S. agricultural products. We. of 
course, share the concern of the Members of the Senate and the House 
in the expansion of agricultural exports. Unfortunately, some of the 
proposals now being made may represent simple solutions to rather 
complex problems and even though their goals are completely laud 
able may not completely deal with the problem.

The Nation's overall foreign policy, both political and economic, is 
intimately involved with our trade objectives and has to be taken into 
account.

I would like to comment specificially on two. Senate Resolution No. 
355, which was introduced January 23', would record the sense of Con 
gress as favoring the extension of the Export-Import Bank further 
into the financing of agricultural product sales. It would direct the 
Bank to provide farm product financing at a level in proportion to its 
financing of industrial products relative to the total U.S. export 
market. This would mean a considerable change since the Export- 
Import Bank financing of farm products is and has been a relatively
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small share of its activities. Most Government financing for agricul 
tural-exports has been centered in the Commodity Credit Corporation 
export credit program and we are strengthening that program sub 
stantially. The amount of funding for CCC Credit in this fiscal year 
has been more than doubled from $750 million to $1.7 billion. We have 
developed a noncommercial risk insurance program for exporters. We 
are joining with the Overseas Private Investment Corporation in a 
program to encourage U.S. business investment in developing countries 
with a consequent expansion of the sale of U.S. grains, soybeans, and 
other farm commodities. We believe that a further strengthening of 
the CCC program is possible and we are currently exploring wa3's to 
do this.

Senate 2385 would permit Communist countries to participate in 
CCC import credit sales programs. Under title IV of the Trade Act 
of 1974, Communist nations, with the exception of Yugoslavia, 
Poland, and Romania, may not participate in government export 
credit programs or receive export credits or most favored nation treat 
ment from the United States. From the point of view of American 
farmers, legislation that would result in long-term export expansion 
would be desirable. Farmers know that even without CCC credit and 
preference for most of these countries dollar sales for the Communist 
group will approach $3 billion in the current fiscal year. They are in 
fact an important market. However, because it is not clear that the 
bills or the changes suggested would substantially enhance the market 
for farm products and because of other overriding considerations, the 
administration cannot support Senate 2385 at this time.

Thank you, Mr. Chairman. I will stop at this point and take any 
questions that you may have.

Senator STEVENSOX. Thank you, Dr. Hathway and we are grateful 
to you for the preparation which you put into your appearance this 
morning and for the detailed submission you have given us analyzing 
the U.S. agricultural export markets. It's the most comprehensive 
document I have seen on the subject and it will be very helpful to us.

Now before you get out of here I would like to focus on CCC and 
Export-Import. I suppose with the same logic that has been suggested 
Export-Import should support the export of agricultural commodi 
ties, it could be argued that the CCC should support the export of 
nonagricultural commodities. I agree that we ought to keep Export- 
Import of agricultural commodities and as a matter of fact I have 
been trying to cease its very limited support of cotton exports to 
Japan. It's an indefensible practice which began many years ago for 
reasons that have nothing to do with the welfare of American agricul 
ture and I think the Eximbank is finally prepared to bite the bullet 
and cease that one agricultural export activity.

Now CCC is the vehicle with which to do so and that brings us to 
an immediate and obvious question. One is the length of time for re- 
pavment of CCC credits now limited to 3 years, and the other as you 
indicate is the status of the communist countries which—one correc 
tion to what yon paid—are eligible for CCC credits now. and I mean 
in addition to Poland and Romania and Yugoslavia, but upon terms 
that they don't feel are acceptable.
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To be a little more precise, would you support the extension of CCC 
credits to those Communist countries without regard to their emigra 
tion policies ?

Mr. HATHAWAY. Mr. Chairman, as I indicated in my testimony, this 
is a matter which we view as having substantial and important foreign 
policy implication and thus it is not possible for the administration 
to support that at this time.

Senator STEVENSON. At this time ? Can you be a little more precise ? 
Does that mean this morning or tomorrow ? We'll be facing up to that 
very issue in conjunction with the Eximbank legislation and I would 
have thought that if the administration took one position with respect 
to the export of nonagricultural commodities that we could assume 
reasonably that the same position would obtain with respect to agri 
cultural commodities. It's going to have to face up to this issue in the 
context of these hearings and within the next few weeks if legislation 
is to be reported by this committee before the May 15 deadline and 
the Eximbank is not to go out of existence. Can we expect a position 
on this general proposition by then from the administration?

Mr. HATHAWAY. I would assume so, Mr. Chairman.
Senator STEVENSON. Well, I would hope so.
Mr. HATHAWAY. I would, too.
Senator STEVENSON. And the 3-year limitation on credits, since these 

credits are for perishable, consumable commodities, most bankers 
would view the possibility of extending those credits for longer pe 
riods of time with some misgivings. The principle beneficiary I suspect 
is Poland which as you know faces a bunching of maturities in the near 
term and notwithstanding the President has indicated that $200 mil 
lion of additional credits will be made available to that country. Those 
credits are of no value to the country unless they can be made avail 
able on terms longer than those now permitted in the CCC legislation.

Is this another subject upon which you cannot give us a position this 
morning? Three years is too short for Poland. I just returned, inci 
dentally, from Poland. It looks like the winter wheat crop is about 
to fail. The Polish economy is in a serious situation. The market for 
agricultural exports continues. It seems to be large in the area and 
the need for credits on longer terms is very large. How far out would 
you go in extending the term for CCC credits ?

Mr. HATHAWAY. Mr. Chairman, on the question of the intermediate 
term, as we call it, perhaps 3 to 10 years CCC credit, we believe that 
the question that has to be looked at is whether or not the extension 
of this for consumables, essentially grains which are likely to be con 
sumed within a very short period of time, will in fact expand the 
total market or will become a tool for essentially market share compe- 
tion and be viewed as such by other competitors for these agricultural 
markets.

Our impression is that the additional sales—in other words, the 
total expansion of demand for these products—might be very limited 
by the extension for those.

On the other hand, we do believe there are some possibilities for a 
number of agricultural products and related things that would in 
essence have the possibility of long-term market development and be
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very significant. We are investigating very carefully the extent to 
which these possibilities might exist and that this might prove to be 
a useful tool for market development. We are thoroughly familiar 
with the Polish situation. We have had extensive discussions with the 
representatives of the Government of Poland. Mr. Harrison is putting 
together a team of the Department of Agriculture, of private industry, 
and other people to visit Poland and several other countries to look 
at the possibility of longer term joint cooperation in the planning of 
the handling of their credit and other needs as a part of a much more 
comprehensive and carefully developed package of tools that can be 
of use both to the recipient country and in our export market develop 
ment, and I'm sure he would be glad to talk about some of these which, 
are quite new and we view with great promise and we think that 
these kinds of activities may in fact deal with the particular problems 
of that country and some related problems of other countries with 
similar concerns regarding credit bunching.

Senator STEVENSON. Before I turn this over to Senator Heinz, let 
me suggest to you that in addition to the political complications in 
some of these countries, there are very legitimate economic questions, 
and one goes beyond the credit risk to the fact that certain countries 
are not part of a global monetary system and their currencies are not 
convertible and suggest that the Department of Agriculture as well 
as other agencies of our government with whom I have discussed this 
matter as a matter of fact, and the Polish Government, take whatever 
opportunities are available to suggest that the availability of U.S. 
credits, whether it's through Export-Import or through CCC, would 
be facilitated greatly if they were to become members of the Inter- 
tional Monetary Fund.

You do agree that these questions would be easier to answer if they 
were members of the International Monetary Fund, do you not ?

Mr. HATHAWAY. Yes, Mr. Chairman. In fact, we have already dis 
cussed this issue in our rather extensive discussions regarding this 
particular problem—Poland and other countries have and the fact 
that it would be substantially easier for us to deal with some of 
those problems.

Senator STEVENSON. I know in the case of Poland its membership 
would be—assuming the conditions could be worked out—would be 
welcomed by the Fund itself.

Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman.
I would like to state my concern regarding the need for a very clear 

statement, if not from you perhaps from the Secretary himself or 
the Secretary of State, as to whether or not, and if not, why not, 
the administration is going to favor the extension of credits to non- 
market countries. I think we have to address that because there are 
an awful lot of domestic political complexities of the issue, and it's 
a substantial economic consideration we should investigate thoroughly.

Having said that and recognizing your severe time limitations, there 
are a number of questions I would like to submit to you in writing for 
a response regarding the benefits that we obtain from our international 
commodity agreements, a careful evaluation of commodity credit 
programs as to whether or not they are competitive with the foreign
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equivalents thereof, the benefits that we are obtaining from Public 
Law 480, which according to the CBO cost the U.S. taxpayer $603.3 
million in fiscal 1976, and finally, the benefits that vre are deriving or 
anticipate deriving from the OPIC planned farm commodity program 
for developing nations.

As this time I would like, though, to focus in the few minutes we 
have on one particular question. In your lengthier submission—in your 
statement to the committee, unless I missed it, I didn't see much refer 
ence to the common agricultural policy of the EEC or indeed to many 
of the other nontariff barriers that exist in countries like Japan. My 
general question to you is: Other than simply putting those as an 
agenda item at the multilateral trade negotiations which they are per 
petually what leverage are you seeking as part of a U.S. national trade 
policy that we can use to obtain concessions in those areas and what 
is new about the leverage you intend to use, if anything? What do you 
think from a negotiating standpoint we ought to use as leverage ?

Mr. HATHAWAY. Senator Heinz, I might comment, in our longer 
statement we have in fact commented rather specifically upon our 
view of the effects of the common agricultural policy, certain aspects 
of it that are even somewhat more of a problem than the variable levy 
upon the effects of certain of the other restrictions—quotas, resale 
policies, et cetera—of other governments, and, in essence, I would hope 
that those specific answers would in fact answer some of the questions 
you may have had.

It was not our intention in the short statement to omit those, but 
rather to—they are not easily handled in a generalized statement. In 
terms of the answer to your question——

Senator HEINZ. May I just respond at this point? I think it should 
be pointed out that your lengthier statement which we are glad to 
have—it's a 43-page statement—only became available to my staff 
this morning in spite of the fact that it is in response to a list of 
questions submitted to Secretary Bergland by Senator Stevenson on 
January 23, but as I have gone through it—and I'm not a graduate 
of anybody's speedreading course—as I go through it, I still do not 
see the answer to the question that addressed to you.

I see goals and objectives for a variety of commodities, of prod 
ucts, of agricultural products, but I do not see any statement that 
answers my question. What are going to be our principal points of 
leverage ? What stands are we going to take involving the upholding, 
let us say, of our laws against unfair trade, as one example, in order 
to force a more reasonable accommodation of our export necessities ?

Mr. HATHAWAY. Senator Heinz, I think I can only answer that in 
a general fashion and I would answer in this fashion.

First, the negotiating strategy itself is, as you know, in the hands 
of Ambassador Strauss as the President's trade negotiator. We in the 
Department of Agriculture are working very closely with him on the 
development of that end and looking at the specific things of the type 
which you have mentioned. I can only repeat what Ambassador 
Strauss has said and that is that in the absence of successful agricul 
tural negotiations there will be no satisfactory settlement in the multi 
lateral trade negotiations. Thus, our leverage——
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Senator HEINZ. What does that mean? One way of interpreting 
that is that if things are unsatisfactory what we have is unsatisfac 
tory, but we still have it.

Mr. HATHAWAY. I think that perhaps Ambassador Strauss is in a 
better position to define precisely what that means.

Senator HEINZ. I think that's a good idea. I can't remember, Mr. 
Chairman, whether Ambassador Strauss is part of our oversight.

Senator STEVENSON. May 17.
Senator HEINZ. May 17. Very good. Thank you very much, Mr. 

Secretary.
Senator STEVENSON. You must leave.
Mr. HATHAWAY. If I could, Mr. Chairman.
Senator STEVENSON. Thank you, Dr. Hathaway. We may have some 

additional comments for the record. I would be grateful if your as 
sociates could remain behind for a few minutes.

Mr. HATHAWAY. They would be pleased to remain behind and an 
swer any questions that you may have and any other questions that 
you may have we would be glad to submit the answers for the record.

Senator STEVENSON. Thank you, sir, again for the statement that 
you have given us.

First, let me just address these questions to both of you, if you can 
remain behind, and you can decide which should answer.

The CCC is limited to 3-year credits. What's the practice in other 
countries ? Are the CCC counterparts in other agricultural export ex 
porting countries similarly limited in the terms of credits which they 
can grant for the support of agricultural exports?

Mr. HARRISON. Mr. Chairman, we don't have at our disposal—at 
least I have not seen it in the Department—a complete analysis of 
the credit programs of other countries.

Based on our long years of experience in observing those markets, 
we find that other countries tend to have somewhat greater flexibil 
ity in terms of being able to offer the kinds of credits that they see 
as being necessary in order to obtain sales in the other country in 
certain circumstances. That varies, of course, upon the competing 
country. The wheat boards in Australia and Canada particularly, in 
association with their governments, have that kind of flexibility. They 
use a variety of devices which range from the concessional type of 
credits or grants associated with commercial sales to shorter term 
kinds of credits depending upon the competitive situation.

Senator STEVENSON. Could we get a rundown country by country 
on the policies of our foreign competitors for our record?

Mr. HARRTSON. Yes, sir.
[The Department submitted the following information for the 

record:]
ANALYSIS OP CREDIT PROGRAMS OF SELECTED FOREIGN COUNTRIES

Competing suppliers of agricultural commodities, notably grains and soybeans, 
do not make public the terms of their credit arrangements as does the United 
States. Consequently we cannot be as specific as we would like to be in this 
area. What information we have is usually after the fact, second-hand and some 
times incomplete. It can be summarized as follows:

Canada.—Wheat exports from our strongest competitor are controlled by the 
Canadian Wheat Board (CWB) which has monopolistic powers over Canada's
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wheat marketing, including transportation and exports. It finances its opera 
tions with bank credit which is guaranteed by the government. It does not own 
physical facilities. Privately owned entities such as elevators, terminals and 
grain companies function as agents of the OWE.

The CWB sells through agents to private buyers in foreign countries, under 
standard commercial practices. It also sells to such buyers on special credit 
terms, and negotiates directly with grain importing agencies of foreign gov 
ernments. CWB offers importers credit terms of up to 3 years. Longer term, 
credits are at times extended on government-to-government arrangements.

Na information as to interest rates has been received respecting credit sales 
to the People's Republic of China. Reportedly, down-payments of 10 percent to 
25 percent were made. Information as to the volume of such sales is incom 
plete. A 1977 sale to Poland was for 5 percent down, for 3 years at % percent 
over the London Bank offering rate. There is reason to believe that many sales 
to Eastern Europe are on still more favorable terms.

Canada has sold to Peru on 5-year terms with interest as low as 5 percent. 
Last year, one sale on 3-year terms with 5 percent down was reportedly at 7% 
percent interest when the CCC rate for a similar transaction would have been 
9 percent.

A sale to Brazil was clearly concessional, with interest at 5 percent, a 5 per 
cent down payment, a 2-year grace period and repayment over 10 years. A sale 
to Brazil in 1977 was for 3 years at 7% percent, below the corresponding CCC 
Credit rate. Syria bought Canadian wheat on 3-year terms at 6% percent (how 
ever CWB was not involved).

Canada does not have an official concessional program; however, the Export 
Development Act of 1969 provides the framework through which an effective 
concessional program has been maintained. Interest-free loans can be made 
available for up to 50 years with grace-periods for up to 10 years. Up to 20 
percent of the value under bilateral agreements can be granted for projects in 
recipient countries, on a totally untied basis.

Australia.—The Australian Wheat Board which is controlled by producers, 
buys and sells all wheat marketed. It receives credit advances from the Reserve 
Bank of Australia. It sells directly to foreign governments and to commercial 
grain traders

Sales to government comprise a large portion of total exports, at times more 
than 50 percent. These involve substantial use of credit, reportedly up to 10 
years although the usual period seems to be 12 months. Interest rates of 6% 
percent have been reported but information in this area is incomplete. In at 
least one instance the AWB provided a "volume discount".

Sales to private traders is a residual amount after sales to governments are 
made; also, provisions for the GOA food-aid program. The AWB rarely provides 
credit to commercial importers, although private grain traders at times do so.

Argentina.—The National Grain Board is the only legal market for wheat 
and feed grains. Among other functions it negotiates bi-lateral agreements with 
importing countries. These are essentially statements of intent. The eventual 
price is fixed with reference to actual market values.

EUROPEAN ECONOMIC COMMUNITY

Subsidies, rather than credit terms, comprise the main tool used to stimulate 
exports and relieve over supply situations. EC prices are normally higher than 
world prices and some subsidy would be needed to bridge this gap. However, 
there have been subsidies more than sufficient to bridge this gap, leading to 
concern about unfair trade practices. Also, the size of the subsidy can vary by 
country of destination, to encourage penetration of particular markets.

In addition to EC export subsidies, the individual member countries are free 
to use long-term credits and low interest rates to make the offered price still 
more attractive. Two-year credits at 3 and 3% percent interest have been re 
ported. The combination of subsidized prices and convenient credit terms makes 
the EC a formidable competitor.

Brazil.—A system of tax forgiveness and tax credits is a major tool for im 
plementing Brazil's export policy. Adjustment of various tax items within the 
system can have pronounced affect in distorting export prices of processed goods, 
increasing or lowering them with respect to domestic prices and world market, 
according to government aims.

25-472—78———S
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Until recently, soybean oil exports were accorded a substantial price advan 
tage, but no longer. Also soybean meal prices were set so as to favor meal 
exports over bean exports. This too has been corrected.

As long as the system itself remains intact, however, the GOB has the means 
of implementing specific policies than can give Brazilian products a distinct 
competitive advantage in foreign markets. Reacting to specific commodity situ 
ations, future export policy may differ from that of today.

Preferential financing is another export-incentive. Loans are made for pro 
duction destined for export at two-fifths the normal rate of interest.

There are also subsidies. For example, all cotton exports are currently sub 
sidized by 20 percent, payable in raw cotton from government stocks.

Brazil has been known to offer soybean oil on 3 year terms and interest similar 
to the COG Export Credit Program.

Japan has a rice-export program patterned after P.L. 480 Title I. At different 
times, the Philippines obtained rice from Thailand on 12-year terms with a 
3-year grace period and 7% percent interest, and from Taiwan on 10-year terms 
with the same interest and grace period. The PRO reportedly sold rice to Sri 
Lanka on 20 year terms, interest free.

Mr. HUGHES. I would just like to pursue one point that Kelly men 
tioned. I would emphasize as a major difference the fact that Australia 
and Canada have wheat boards. These are government corporations 
that make all of the commitments and contracts with the countries 
purchasing the commodities. We here deal through the private trade 
and the Commodity Credit Corporation, whereas their government 
wheat boards make the final decision on their exports—a role played 
by our private enterprise system.

Mr. HARRISON. I might just add that when you talk about a total 
competitive situation which involves price, quality, terms of sale, and 
credit, we frequently find our credit programs are necessary in order 
to make our exporters competitive.

In other words, the wheat boards or the foreign monopoly sellers 
are in a position simply to offer a lower price. It may be on cash 
terms. We have found that our credits are very helpful in competing 
with those lower prices in order to make our sellers more competitive, 
since we sometimes can't match their price offers.

Senator STEVENSON. Do other countries have a wheat board such 
as Canada for all exports and, in that case, intraprovincial or inter- 
provincial sales of all agricultural commodities? Do they market simi 
larly in other countries ?

Mr. HARRISON. Argentina does. A number of other countries have. 
There also is, of course, the matter of export subsidies in the case of 
soybeans. For instance, Brazil uses a fairly flexible export subsidy 
program to accomplish a similar kind of objective. The European 
community, of course, has an export subsidy program. So there are 
countries which have marketing boards set up, and there are others 
that utilize the export subsidy. If you like, we could submit to you an 
analysis of that.

[The Department submitted the following for the record:]
EXPORT SUBSIDY PRACTICES OP COMPETING EXPORT NATIONS

Details of subsidy practices—and amounts—are not readily available and 
change without notice. What becomes apparent to U.S. sellers is that a lower 
price is frequently offered by the competition and the sale is lost.

A number of exporting countries have government entities which set prices, 
make sales, and provide financing. Under these arrangements no formal subsidy 
plan is needed. Australia and Canada employ commodity boards which have
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broad authority. Best known of these are the wheat boards which have rela 
tively strict control over most aspects of wheat trading, both domestic and ex 
port. The European Economic Community (EEC) vests broad authority in a 
commission to grant the substantial subsidies necessary to move high-priced 
Community wheat (and flour) into the world market.

The Wheat Boards of both Canada and Australia have moved very sizeable 
quantities of wheat under long-term supply agreements with importing countries, 
e.g. the People's Republic of China and the Soviet Union. Details of these agree 
ments never become public, but it is known that they include prices and financing 
favorable to the buyer. The Wheat Boards have full authority to set prices on 
all other sales as well. By observing U.S. markets they are able to determine 
prices private U.S. exporters will have to quote to avoid losing money. The 
Boards then may choose to offer at slightly lower levels.

The Canadian Wheat Board (CWB), in some cases, utilizes the private grain 
trade as export agents to negotiate sales with foreign buyers. When it suits 
the Board to do so, agents are allowed to buy grain and hold it for later resale. 
The CWB also offers a deferred pricing system whereby the Board absorbs the 
cost of carrying grain for forward shipment and thus gives the private trade a 
price advantage in reselling the wheat. Export agents may purchase Canadian 
wheat for nearby or distant future delivery periods. The price may be set either 
at the time of purchase from the CWB or some later date, even after actual 
loading of the wheat. The price paid by the private trader who enters into such 
an agreement is the Board price on the date he elects to fix it. CWB export 
agents may or may not extend the deferred pricing privileges to the foreign 
buyer.

Canadian grain also moves at subsidized rail rates to export points from 
scattered elevators. Railcars are allocated to move grain at unusually low Gov 
ernment rates established in 1925. The Government also subsidizes feeder lines 
which tie into the main rail lines for shipping grain to the ports.

The Australian Wheat Board (AWB) has generally followed a policy of 
destination pricing in order to maintain full competitiveness in selected overseas 
markets. This enables the AWB to meet specific competition in any part of the 
world. The AWB charters its own bulk carriers, permitting lower freight costs. 
They pass this benefit on to buyers.

The secrecy surrounding the AWB's chartering activities makes it impossible 
to know if a subsidy is involved. However, this is academic since the Board has 
full authority to set the price on individual sales as well as under long-term sup 
ply agreements.

The EEC has used huge export subsidies to relieve surplus situations and 
prevent depressed prices in the Community's soft wheat market. Average EEC 
subsidies in 1971-72, a buyer's market year, equalled about 90% of the value of 
the wheat exported by the Community. In the current buyer's market, subsidies 
have not averaged that high, but they have been sufficiently high to move 
the surplus.

In addition to the EEC export subsidy, the individual member countries use 
long-term credit and low interest rates to make the actual grain price even 
more attractive. Financing is supplied by private banks—particularly French 
banks—operating under a Government subsidy scheme. How effective the use of 
this credit is depends on the situation in the money markets, the country in 
volved, the extent of competition, and repayment terms. Terms vary from trans 
action to transaction and are not publicized.

Brazil used an indirect export subsidy for soybean products that enabled them 
to move their entire export availability in the past. Brazil provided funds to 
exporters at preferential interest rates to proportion to their exports of soybean 
products. Exporters were able to loan these funds on the domestic market at 
substantially higher interest rates and utilize the differential as necessary to 
reduce prices to foreign buyers. In addition, exporters received a government 
subsidy on domestic sales of soy products which helped them make a profit on 
their overall operations. While there have been changes recently in the Brazilian 
subsidy schemes, the potential remains for a repeat of indirectly subsidized 
export sales.

Senator STEVENSON-. We would like to have that. We -are at an ob 
vious disadvantage. Some of the largest buyers in the world centralize
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their purchases, the larger countries do, and some of the larger ex 
porters centralize their selling and we are left to the vagaries of the 
marketplace and all of the actors in it. That's one of the subjects we 
want to get into. It isn't necessary to copy the Canadians or others. 
There may be some alternatives, though, to our present unstructured 
system. The Japanese have large .trading companies which export to 
the advantage of their economy and on nonagricultural commodities. 
Maybe something of that sort ought to be considered for the United 
States. One of the obstacles is the antitrust laws. If you have thoughts 
as to how we can more effectively market agricultural commodities, 
not just through promotion but through some restructuring perhaps of 
the institutions through which we do it, that would be welcomed also.

I have a particular interest in research and development and our 
technological position in the world because of another subcommittee 
I chair, and there's mounting evidence that that's one of the reasons 
for our trade deficit. We are losing our technological superiority.

Isn't that a problem with agriculture, too? American agricultural 
production is very expensive. The investments in all the inputs from 
the chemicals to the equipment to the land is high—they are very high, 
and then we come along through the Government with set-aside and 
price-support programs which add to production costs and increase the 
price of agricultural commodities, and at the risk of pricing them put 
of many markets in the world. Why, therefore, shouldn't we be doing 
two things—let me get responses to the two general propositions. Re 
orient research away from the bias of American industry toward ex 
pensive inputs and toward inexpensive inputs, more efficient American 
agriculture in other words; and second, and to the extent it's neces 
sary to support the prices, support them—as I think it was Secretary 
Brannan first of all proposed—with payments that will keep the 
farmer in production, cash payments, at a production cost level letting 
the commodities find their market level in the world instead of pricing 
them out of markets?

There are two general propositions there that I would be glad to get 
responses from you either now or subsequently.

Mr. HTJGHES. I will start briefly on that and let Kelly respond, too. 
I think specifically this deals with a great deal of domestic agriculture 
that we directly are not involved in in terms of the policy decision, 
but we will supply you with some information on that.

I will make a couple of general statements. One is that 'obviously 
many of the costs in the United States are higher in agriculture than 
they are in other areas of the world.

Senator STEVENSON. That's the point I'm making.
Mr. HUGHES. This is evident in all areas, but is especially true in 

agriculture.
The question, second—let me say that we have greater efficiency 

than most any other country in tlie world in terms of our agricul 
tural production.

Senator STEVENSON. You're assuming a definition of efficiency that 
is not assumed in many parts of the world, particularly—you're just 
wrong. American agriculture in China, for example, would be ab 
surdly inefficient. It may be efficient for the United States. Even that 
is open to question. Excuse the interruption.
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Mr. HUGHES. The second point here is that the programs that you 
mentioned that Secretary Brannan and others initiated involved, in 
effect, payments to the American farmer and were a form of export 
subsidy. To do this involves a decision as to whether we should be in 
volved in a subsidy program and how we then negotiate this in our 
international trade discussions, such as we have going on now. This 
would require a policy decision that would have to be made by the ad 
ministration and by the Congress.

But, in effect, the difficulty would be that to change the free mar 
ket by a subsidy to the farmers and to our exports, all other coun 
tries of the world would obviously oppose, particularly Canada and 
Australia in wheat and feed grains.

Mr. HARRISON. I might just add a comment. It seems to me that 
while we have not as far as I know, we haven't done a careful analy 
sis on the question of whether or not because of the technology aspects 
of U.S. agriculture we are noncompetitive in a number of countries. 
I think as a matter of fact on a lot of commodities we continue to be 
able to supply the products cheaper than they can produce themselves.

For instance, I'm just back from India and we could put U.S. wheat 
under current circumstances—of course, our prices are low right now 
as you know—but we could put it in there at a price that would be 
quite a bit lower than they can produce it for themselves even under 
their labor intensive, low labor cost circumstances.

I think it's not completely clear that we are, because of the tech 
nology that we utilize, pricing ourselves out of world markets. I think 
if we were to go to 100-percent parity prices that—and legislate 
those, we would probably be out of competition, but I don't think we 
have to go that nigh in order to make profits for our farmers, that 
there is a level that's more adequate, more acceptable which does keep 
us competitive.

Senator STEVENSON. Well, all the bias in America I guess is toward 
expensive inputs. That's because the bias comes from industry which 
makes money out of chemicals, out of equipment and so on. Farmers 
in Illinois, many of them, could be using 100-horsepower tractors 
instead of 180-horsepower tractors. Some of them could be using more 
organic fertilizers and fewer inorganic fertilizers. They could do 
more to bring certain marginal land into production.

Why don't we get a little more research invested on how to de 
crease cost instead of letting it all go toward increasing costs ? That's 
the general proposition. That's where it goes because it's industry 
supported research. The public has an interest it seems to me in off 
setting that bias toward the bias that would benefit the public as 
well as the farmer. The farmer makes some choices which increases 
his costs, too, like stereos and air-conditioning in the cabs.

I wish you would take that up, if it hasn't already been, in the 
Department of Agriculture and reconsider some actions such as the 
decision apparently to cut back on research in Peoria, 111., where 
maybe some of this new research could be done.

Let me ask another question in connection with research. We ought 
to be able to export more meat—and I grant you that there are bar 
riers to exports that ought to be reduced as a result of the negotiat 
ing process, but if Poland can import American corn and beans and
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then raise hogs and sell them back to the United States, it would 
seem to me that we ought to be able to put our own corn into hogs 
and sell the hogs to the Poles and to ourselves. Why can't we do this? 
Why can't we grow the feed grains? Why can't we export the meat? 
Others do.

Mr. HUGHES. Well, this could be done. The problem would be, one, 
that if the Poles were going to import hogs from us or pork, it would 
increase their costs.

Senator STEVENSON. I don't think you understood the question. 
They are not importing hogs from us. They are importing corn from 
us so they can export nogs to us—hams.

Mr. HUGHES. That's true, but they would be paying—I'm saying 
they would have to pay more than it would cost them to produce it 
at home themselves and what in essence they are trying to do is 
stimulate their own economy, to import wheat and feed grains so 
they can stimulate some of their own industry and increase their 
income.

Senator STEVENSON. Well, I think we need a little more research 
on exports, including exports of meat products.

Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman.
To what extent have you found nontariff barriers of a sophisticated 

nature, for example, the Japanese until recently insisted that with 
respect to our citrus products we use only a particular insecticide that 
we don't use here?

Mr. HUGHES. These are extremely serious problems for us, partic 
ularly with the developed countries, and Japan is a leading example. 
We have been putting pressure, as you know, on the Japanese to try 
to resolve these problems. We are continuing it. We have been fairly 
successful, but more needs to be done and we are continuing it.

Senator HEINZ. Without engaging in what to me are clearly un 
fair, nontariff barrier practices, as Japan does, to what extent are we 
trying to subject foreign imports, let's say of dairy products to just 
the same reasonable sanitation standards that we impose on American 
producers ?

Mr. HUGHES. We apply sanitary standards and that also includes 
meat imports. The Department of Agriculture has meat inspectors 
located in foreign countries that inspect meat plants which ship to 
our country to ensure that inspection requirements meet the same 
standards that are applied domestically each shipment of imported 
meat is inspected at entry point by USDA Veterinarians prior to entry 
into U.S. Commerce that which is found not satisfactory is denied 
entry.

Senator HEINZ. Do we have similar inspectors for dairy?
Mr. HUGHES. Not inspectors—we have similar regulations.
Senator HEINZ. Isn't that a bit different?
Mr. HUGHES. I'm not sure that we actually have dairy inspectors 

in foreijcpi countries but this outcome is the same.
Senator HEINZ. I can tell you for a fact that you don't.
Mr. HUGHES. It is the same in terms of what they can import into 

our country and it is inspected when it comes in here.
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Senator HEINZ. But doesn't our inspection system—at least I seem 
to recall FDA inspectors visiting regularly certain processes that 
were used by a former employer of mine in Pittsburgh, Pa.—rely 
primarily on process inspection as a means of determining quality 
with respect to agricultural products?

Mr. HUGHES. No; I'm not sure—meat inspection—the inspectors 
are in our meat processing plant which is where it's necessary to have 
them when the cattle comes in. We don't have them on the farms, if 
that's what you mean.

Senator HEINZ. No; but don't we have inspection of dairies? Dont 
we have certified testing of milk quality so that the milk that goes 
to the dairies is of appropriate quality? Don't Ave do an awful lot 
of things before we unwrap a package of cheese?

Mr. HUGHES. Oh, yes.
Senator HEINZ. That are in fact process related as opposed to end 

product related? Isn't that in fact the case?
Mr. HUGHES. That's right.
Senator HEINZ. Well, that's the point. Now my question is,: Doesn t 

it seem to you that we should apply the same kind of process standards 
to imports as we apply to our own products that we produce here ?

Mr. HUGHES. Well, I think the difference here—and we will supply 
you with more——

Senator HEINZ. Because you do it in meat. You just said a moment 
ago you do it in meat. You actually send somebody from the meat in 
spection division down to Argentina or Uruguay or Paraguay or 
wherever we get those partially cooked rounds from, but we for some 
reason don't accord the consumer the same kind of protection on 
dairy products; yet other countries have taken this to the 120th de 
gree and are using this against us. It's not a question of symmetry. It's 
a question of protecting our consumers and demonstrating to people 
that we are not fools when it comes to understanding what other people 
are doing.

Mr. HUGHES. Let us get more information if we may from the 
agency that deals directly with this, but we do not import fresh milk 
into this country.

Senator HEINZ. No. We import an awful lot of agricultural products, 
dry milk or cheese in particular.

Mr. HUGHES. Which I know is inspected and regulated. Now I can't 
answer the specific question on where we have the inspectors, whether 
they are located in foreign countries or it's inspected when it comes 
here. We will supply that.

[The Department submitted the following for the record:]
Responsibility for the inspection of imported dairy products for the protec 

tion of human health is by law vested in the Food and Drug Administration. All 
dairy imports are subject to FDA inspection at the time of entry; the standards 
are the same as apply to domestic dairy products entering interstate commerce. 
FDA also has the authority to enter into memoranda of understanding with 
foreign governments, after necessary investigation and approvals, recognizing 
their sanitary control standards and procedures as equivalent to those of the 
the United States. This authority has been used in some cases. For fresh products 
which are subject to the Federal Import Milk Act, FDA approval of individual 
plants is required before such products can enter the United States. The Food 
and Drug Administration has testified before the Congress that it considers both
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its authority and its sanitary control procedures to be fully adequate and that it knows of no evidence to the contrary. The Department of Agriculture agrees 
with the FDA that additional legislation to impose additional mandatory san 
itary controls on dairy products imports is unnecessary.Whereas laws and regulations regarding the sanitation and wholesomeness of 
meat products entering interstate commerce are applied by law nationwide, federal milk production sanitation standards are voluntary and apply only to 
those states which have adopted them. To impose mandatory inspection and sani 
tation standards on imported products when these same standards are not fully applicable to domestic production would constitute a discriminatory nontariff barrier to trade. We believe that countries supplying our dairy imports would 
react in a retaliatory way to such trade restrictions. Since our dairy imports from these countries amount to only about $270 million compared with our agricultural 
exports to them of about $8 billion annually, such import restrictions would be 
clearly prejudicial to our export objectives.

Senator HEINZ. I'm grateful for that, but more importantly I'd 
like an explanation of whether in fact we do meat onscene and we 
don't do cheese or cheese-type. And if your conclusion is we shouldn't, 
why is that? Why should we treat one kind of import differently from 
another? There are problems associated with both—one, hoof and 
mouth disease is well known and there are others. There are a variety 
of problems you can have with dairy products.

Well, one other question I'd like to address to you. Do you think 
our export subsidies, the ones that CCC and others have at their dis 
posal, are competitive with what other countries have?

Mr. HUGHES. I'll let Mr. Harrison answer that one. We don't have 
subsidies as such. That's not considered a subsidy.

Senator HEINZ. I beg your pardon ?
Mr. HUGHES. The commodity loan is not considered a subsidy as 

such.
Senator HEINZ. Well, our export promotion tools, if you prefer.
Mr. HARRISON. Well, let me just see if I can comment a bit further 

on a lot of issues. As you know, we have authorization to offer direct 
subsidies. In previous years we did have direct subsidies which were 
made available for exports. We are not currently using that as a policy 
matter.

In terms of the export credit programs which we use as marketing 
tools, I think the fact that our exports have been increasing and in 
fact doing fairly well indicate that they have been quite useful to us 
in keeping us competitive in those world markets.

On the other hand, we do believe—and I personally believe—that the 
intermediate credit program to help us develop and expand markets 
for agricultural commodities abroad would be a very useful addition 
to the kit.of tools that we have in terms of stimulating U.S. agriculture.

Senator HEINZ. Would you care to elaborate a little further on the 
intricacies of such a desirable tool ?

Mr. HARRISON. Well, as we indicated before, the concept is to give 
us authorization to make credits available for 3 to 10 years on the sale 
of U.S. commodities. We would visualize managing that program very 
carefully, utilizing it primarily in those countries which are what we 
would call in a transitional development stage. They are not the Pub 
lic Law 480 recipient countries. Neither are they the more advanced, 
developed economies, but rather the middle income group countries 
who for their own economic development reasons have not yet devel 
oped their agricultural economies and their food distribution and
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handling systems. These commodity credits could be reinvested in the 
development of marketing facilities and handling facilities. Addi 
tional marketing facilities would be beneficial in terms of enhancing 
the flow of commodities to their consumers, and hopefully out of the 
coffers of U.S. agricultural producers and out of the stocks that we 
have in this country. We really believe that that would be a genuine 
program that we could use with great efficacy.

Senator HEINZ. Do other countries have similar programs?
Mr. HARRISON. They occasionally utilize their existing authorities 

to make available grants or loans that are utilized for that purpose. 
We cannot say that they have large programs specifically oriented 
in that direction at this time.

Senator HEINZ. I believe there is a joint program—at least it's a 
relatively recently announced program between DOA and the OPC- 
planned farm commodity program for developing nations. To what 
extent is that off the ground ?

Mr. HARRISON. Well, Ave have reached agreement and we are ready 
to receive requests, proposals from U.S. private industry, private firms, 
who have proposals to submit to us—to OPC and to the Department 
of Agriculture—for financing of facilities on a joint venture basis 
or as a 100-percent investment by U.S. investors abroad. And so in 
a sense we are ready to do it. We are just waiting for proposals.

Senator HEINZ. And what do we see as the potential benefits of that 
program and to what farm sectors if it's successful?

Mr. HARRISON. I think it would depend upon who chooses to take 
advantage of the program for what kinds of commodities. So it's 
difficult for us to know what.

Senator HEINZ. What are the program goals ?
Mr. HARRISON. Well, the program goals are to encourage the in 

vestment by U.S. private investors in the development of foreign 
countries and simultaneously to enhance and increase the export of 
U.S. agricultural commodities.

Senator HEINZ. Are there any particular commodities that you tar 
get as receiving benefits from this program? Are there any goals in 
that sense?

Mr. HAERISON. No, sir. We have really preferred to keep it flexible 
and open in terms of any U.S. private firm benefiting. Any commodity 
would be encouraged to take advantage of that program.

Senator HEINZ. Then it would not be correct to say that a major 
goal is to help expand and improve livestock and processing indus 
tries in the developing nations with the explicit goal of increasing 
demand for U.S. feed grains or other farm commodities? That would 
not be an important'goal of this program ?

Mr. HARRISON. Well, it is within the broader goal and objective 
which I stated earlier. That is implicit. That is one of the commodi 
ties that might benefit by this.

Senator HEINZ. I guess the reason I'm having some problems with 
the answers is somebody is going to have to decide in the future 
whether this program is a success or failure, and the goals are so 
general that it's nearly impossible to associate any performance cri 
teria with the goals. The only way I know to measure progress or 
success or failure is how you do versus what you say you are going 
to do.
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Mr. HAHRISON. Well, I guess I would have to disagree. The fact 
that they are fairly broad goals, which does not limit it to any given 
commodity, should not limit the ability for outsiders to evaluate the 
effectiveness of the program. If the program does not stimulate U.S. 
investment abroad or does not stimulate the export of agricultural 
commodities, whether they be citrus or meat or feed grains, it seems 
to me you can evaluate that.

Senator HEINZ. We have a disagreement. I think the statement you 
just made typifies what the American taxpayer correctly believes is 
wrong with government, that government doesn't have clear goals, 
that it doesn't measure its performance, that there's no feedback 
mechanism—no pun intended—that we don't evaluate success or fail 
ure; and since we don't evaluate success or failure along objective 
criteria, we aren't able to improve the performance of programs. The 
programs go on endlessly. Those cost the taxpayer money, and we 
end up with a $500 billion budget and a $61 or $63 or some people say 
$100 billion deficit. So we have a disagreement but it's one that will 
take considerable time to resolve.

Thank you, Mr. Chairman.
Mr. HTJGHES. If I could just make one short comment relative to 

the intermediate credit, I think that the problem that Senator Steven 
son raised at the beginning of this hearing on Poland is one good 
example of why it's necessary for the Congress and the administra 
tion to take a very careful look at intermediate credit. In essence, the 
laws that we have now were adopted years ago, and there have been 
significant changes in countries. There's a great difference, obviously, 
between Japan and the European Community and their use of com 
modity credit loans, and Bangladesh and their use of Public Law 480 
loans. The countries have changed a great deal in other areas of the 
world, Poland being an excellent example. That's why we are taking 
a very careful look at this and that's why careful consideration needs 
to be given to changing the procedure and the law we have now that 
enables us to give adequate credit.

Senator STEVENSON. Thank you, gentlemen. You haven't heard the 
last of us. We will be holding a full day of hearing on agricultural 
exports in Chicago on March 30, and before then we will be in touch 
with the Department to determine what kind of representation would 
be appropriate then. Thank you very much for your attendance this 
morning and your help. It's been useful to us.

Our next witness is Frank Weil, the Assistant Secretary for Indus 
try and Trade of the Department of Commerce; and I apologize to 
him for the delay and thank him for his patience, and I'm glad to 
see he's in good hands. Please proceed, Mr. Weil.

STATEMENT OF FRANZ A. WEIL, ASSISTANT SECRETARY FOR 
INDUSTRY AND TRADE, DEPARTMENT OF COMMERCE, ACCOM 
PANIED BY STANLEY MARCUSS, FRANK VARGO, AND FRANCES 
HALL

Mr. WEIL. Mr. Chairman, I don't need to introduce the gentleman 
on my right, my deputy, Mr. Marcuss.

Senator STEVENSON. Mr. Marcuss is a graduate of this committee.
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Mr. WEIL. We didn't bring him just for that fact. We brought 
him because he was helpful to our endeavors. On my left is Mr. Frank 
Vargo, and Ms. Frances Hall is to his left. Both had a great deal to 
do with preparing the 34-page statement which you have.

Senator STEVENSON. Which you will summarize, I trust?
Mr. WEIL. Yes; you also have a 10-page summary of my remarks, 

as well as a recently compiled set of tabular and statistical data. For 
the sake of time, as well as general interest, I will be brief and not 
speak from the prepared remarks.

Senator STEVENSON. Very good. Thank you. The full statement and 
the summary charts you referred to will be placed in the record.

[Complete presentation follows:]
STATEMENT OF FRANK A. WEIL, ASSISTANT SEOEETAEY OF COMMERCE

Mr. Chairman, I am pleased to appear before this Subcommittee to discuss the 
competitiveness of U.S. exports and to explore some of the ways in which U.S. 
export performance could be improved.

I would like to begin with a brief review of the current U.S. trade position. 
Last year the United States ran a merchandise trade deficit of record size— 
$26.7 billion ($31.4 billion when tabulated according to the balance of payments 
definition of trade). This was the third deficit in the past four years and was four 
times as large as the previous record deficit (1972). The exception among the 
last four years was in 1975. when a record trade surplus of $11.0 billion occurred. 
In the two-year period of 1975-77, therefore, the U.S. trade balance has de 
clined by almost $38 billion.

We do not foresee another dramatic trade balance change in 1978. We believe 
that exports will expand at a somewhat faster rate than in 1977; and that im 
port growth will slow considerably, in part as a result of a leveling in oil im 
ports. These movements would result in a deficit of about the same magnitude 
as last year. Thus, the forecast for 1978 is for another large trade deficit.

In attempting to account for the abrupt shifts in our trade balance since 1975, 
we can attribute most to oil imports and to the general international economic 
setting, particularly the cyclical difference between the U.S. economy and the 
economies of our major trading partners. The decline in economic activity in late 
1974 through early 1975 was deeper in this country than in most others, and the 
subsequent recovery foere has been more vigorous and more sustained. These 
differences help explain the large 1975 surplus, as our exports continued to ex 
pand while imports declined. They also help explain the shift to a deficit position 
in 1976 and 1977, when U.S. import demand was considerably stronger than 
foreign demand for U.S. products.

The growth of imports over the. past two years has, of course, been a major 
factor in the trade deficit. The sharp -rise in petroleum imports, to almost $45 
billion in 1977, has been the key contributory element in import growth. Other 
imports, however, also expanded significantly. The recovery and continued ex 
pansion of the U.S. economy following the recession provided most of the stimulus 
for the growth since 1975 in imports of industrial supplies, capital equipment, 
and consumer goods. Last year, special factors, such as soaring coffee prices and 
additional large oil imports (due to both exceptional weather conditions and a 
large buildup of oil inventories) also added considerably to the import total.

Price cutting and heightened foreign competition were also factors in our 
import growth. Nevertheless, U.S. import growth in the past two years generally 
appears to be in line with what we would expect, given the pace of economic 
activity here and taking into account the special factors mentioned.

THE U.S. EXPORT POSITION

The export position is an entirely different Story: and, other than oil, the major 
part of our trade problem is on the export side. The value of U.S. exports grew 
only 4.6 percent in 1977, the slowest rate of growth since 1971. Particularly 
disturbing is the fact that the exports of the other industrial nations grew much 
faster than U.S. exports in 1977. Based on data through the first three quarters 
of 1977, the exports of the other industrial nations were up about 16 percent—
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even excluding their exports to the United States. Must of the growth, however, 
stemmed from changes in currency valuation.

As a consequence, the U.S. share of the value of Industrial nation exports fell 
in 1977. Taking the first three quarters of 1977 as a whole, the U.S. share of the 
value industrial national exports fell from 19.2 percent in 1976 to 17.9 percent. 
Currency changes account for part of the share decline, and on an exchange 
rate-adjusted basis the share decline would have been smaller.

U.S. exports have grown only about 7 percent per year since 1974, in sharp 
contrast to the 13.5 percent average annual growth of imports during the same 
period. Further, not only had U.S. export growth been slowing each year since 
1974, but also almost all of the growth in the value of U.-S. exports has reflected 
increased prices rather than a greater volume of sales abroad. In real terms, the 
volume of U.S. exports in 1977 was only one percent larger than in 1974.

The sluggishness of U.S. exports in 1977 was widespread, rather than being 
attributable to any particular group of products or countries. Agricultural ex 
ports, about one-fifth of the total, grew only 3.9 percent. Manufactured goods ex 
ports, which account for two-thirds of total exports, grew only 4.3 percent. 
Non-agricultural raw materials exports were up about 6 percent.

U.S. exports to industrial nations grew 4.5 percent, while the growth rate 
to the non-oil developing countries was 4.7 percent. Exports to the communist 
nations fell 25 percent. OPEC was the only area in which U.S. exports exhibited 
strong growth, with U.S. exports to that group up about 12 percent. Even here, 
however, the exports of the other industrial nations rose considerably more.

This slow growth of our exports is of the utmost concern to me and to the 
Industry and Trade Administration. It is, I believe, the basic reason for these 
hearings. It is very important to the U.S. economy, to our standard of living, 
and to the stability and value of the dollar that U.S. exports grow more 
rapidly in the future.
Economic growth

There is no single explanation for the slow growth of U.S. exports in 1977. 
One of the most important determinants of U.S. export performance is, of course, 
economic activity in foreign countries. The slow pace of business activity abroad 
since the recession is a key explanatory factor underlying the slow growth in 
U.S. exports. The lingering economic problems abroad have been well docu 
mented. In the developed countries, which purchase over three-fifths of our ex 
ports, industrial production has not followed a smooth upward path since the 
trough of the recession, but rather in most countries has see-sawed, exhibiting 
particular weakness in 1977. Relatively low rates of capacity utilization and 
high unemployment remain a drag on foreign industrial economies. Moreover, 
fears of rekindling inflationary pressures have inhibited the adoption of more 
expansionary economic policies in some countries.

Among the developing countries, our sales have been dampened by constraints 
stemming from balance of payments difficulties and the consequent necessity for 
many nations to slow their economic growth. Even exports to OPEC and the 
other oil-exporting LDCs have slowed from previous years, in part because of 
physical and economic limits to their ability to absorb ever-increasing amounts 
of goods.
Other factors

Foreign economic conditions, however, are not a sufficient explanation for 
slow U.S. export growth. Other industrial nation exporters faced the same 
economic conditions, yet their exports to foreign markets (excluding the U.S. 
market) were up substantially in the first nine months of 1977.

Composition of Exports.—The composition of U.S. exports has made them 
particularly sensitive to the business cycle, and this is an important reason for 
the slow growth in total U.S. exports. About one-third of our exports are capital 
goods, which expanded moderately from 1974 to 1976, but barely rose last year 
because fo the sluggish pace of investment spending in foreign industrial coun 
tries as well as cutbacks in capital expenditures in many LDCs. Capital goods 
have been the key source of U.S. export strength in the past and have the poten 
tial for continuing to be so in the future. At the present, however, they are a 
definite source of weakness. Such traditional growth products as aircraft and 
construction machinery, for example, experienced absolute declines in 1977. 
(See Table 1.)
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TABLE 1.—U.S. EXPORTS OF MAJOR COMMODITIES, 1974-77 

[Billions of Dollars, f.a.s. transaction value]

Commodity 1974 1975 1976 1977

Exports, total •_.........—................... $97.9 {107.1 $114.8_____$120.1
Nonagricultural products....................... 76.2 85.5 91.7 95.9

Total of which manufactured goods.........._____63.5_____71.0_____77.2_____ 80.5

= 24.3 29.1 32.0 " 33.311 ^t----. --------------------

4.1
2.8
2.2
1.0
1.2
1.5
1.4
1.4

6.1
3.4
2.2
1.5
1.4
1.7
1.6
1.3

6.2
3.6
2.6
1.6
1.6
2.1
2.0
1.7

5.6
3.5
3.3
1.6
1.8
2.3
2.1
1.8

Transport equipment, total..___._......... 12.7 15.0 16.2 16.2

Coal..........-.............— ..................

Wheat........... ................................

7.2
5.0
2.3
4.7

8.8

2.6
.8

1.6
.8

30.4

2.4
2.5
1.8
1.5
1.6
2.1

22.3

4.4
3.8
3.5
1.1
1.3

9.1
5.7
3.4
4.8

8.7

2.4
.9

1.2
.9

32.7

3.3
2.4
1.6
1.4
1.8
3.0

22.1

5.2
4.4
2.9
1.1
1.0

10.0
6.4
3.5
5.1

10.0

2.9
1.0
1.7
1.0

33.5

2.9
1.8
2.0
1.6
1.9
2.6

23.3

3.9
5.2
3.3
1.3
1.4

10.7
7.1
3.5
4.7

10.8

3.2
1.0
1.7
1.1

35.6

2.7
1.6
2.0
1.5
2.2
3.2

24 2

2.7
4.1
4 4
1.4
1.6

' Totals exclude—commodities include—grant-aid shipments.

Another important component of U.S. exports, comprising nearly one-fourth 
of the total value, is industrial supplies—that is, crude materials, such as lumber 
and coal and intermediate manufactured products including chemicals, paper, 
and steel. Our sales of these products have increased slowly since 19T4, paral 
leling the slow economic growth abroad.

The fastest growing U.S. export group, though the smallest in value, has been 
consumer goods. Sales of such products rose twice as fast as total exports from 
1974 to 1977. A significant part of that expansion stemmed from rising ship 
ments of autos and parts to Canada and other countries. Shipments of phar- 
maceuticals, textile products, and other consumer goods have also advanced 
sharply.

Such expansion as there has been in the last two years in major foreign 
countries' economies has largely been the result of growth in personal consump 
tion rather than from the investment sector. That fact helps to explain the 
considerably faster rise in our exports of consumer goods than of capital equip 
ment. Nevertheless, when one considers the volume of consumer goods produced 
for our domestic market, it appears that the U.S. productive base could support 
far greater sales of these types of products in foreign markets.

Finally, agricultural exports, although soaring in 1973 and again in 1974, 
have risen only modestly in value since then. Foreign demand for U.S. grains,
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after peaking In value in 1975 when world shortages were acute, has turned 
down in the last two years as a result of growing worldwide production and fall 
ing prices. Exports of other farm products, notably soybeans and cotton, have 
increased rapidly in value in the last two years.

Market Growth. — The country composition of U.S. exports has also served to 
hold down U.S. export growth. The large traditional markets for U.S. products 
grew more slowly in 1977 than did the major markets for other countries.

The Canadian import market (accounting for one-fourth of our exports), 
for example, grew only 4.1 percent in 1977. The 6.6 percent increase in U.S. ex 
ports to Canada thus represented a strong performance in the Canadian market.

Japan, our second-largest market, also grew slowly, as did the non-oil LDC 
markets which account for one-fifth of our exports. Exports to two of our major 
LDC markets — Mexico, and Brazil, and India — which together normally account 
for about 30 percent of our shipments to non-oil exporting LDCs have declined 
in the last two years — in 1977 by about $500 million. (See Table 2.)

Thus, even if the U.S. had held its share level in every country market (which 
it did not), U.S. exports would have grown more slowly than the exports of the 
other industrial nations in 1977. Preliminary analysis by Industry and Trade 
Administration economists indicates, for example, that about two-thirds of the 
difference between U.S. export growth to the industrial nations and other major 
exporters' growth to the same markets in 1977 may have been due simply to the 
market composition of U.S. exports. The United States, in other words, did not 
successfully expand its sales efforts in the faster-growing industrial nation 
markets.

The slower U.S. exports, coupled with rising U.S. imports, have led to grow 
ing trade deficits with particular countries.

TABLE 2.— U.S. EXPORTS BY AREA, 1974-77 

[In billions of dollars]

Area and country 1974 1975 1976 1977

Exports, total '.. ________ _______ _ ___ _ _____ 97.9 _____ 107.1 _____ 114.8 _____ 120.1
Developed countries....... __ ....... _______ . 6376 64.8 70.6 73.8
OPEC and other oil exporting LOC's __________ 8.1 12.6 14.8 16.5 
Other developing countries-— - _ _-_jL. __ _ __ 24.6 26.6 25.6 26.8 
Canada.— ———————————————————— 19.9 21.7 24.1 25.7
Japan.... ________ .... ___ _____ _ . ____ 10.7 9.6 10.1 10.5
Western Europe...——— —————————————— _____ 28.6 _____ 29.9 _____ 32.4 ______ 33.8

European Community _______________ 22.1 22.9 25.4 26.5

Belgium-Luxembourg. ____________ 2.3 2.4 3.0 3.1
France.—— -.„____„______.___ __ _. __ . 2.9 3.0 3.4 3.5
Germany, Federal Republic of.... _______ 5.0 5.2 5.7 6.0
Italy...... ______ __ .... ___ _ _ __ ___ . 2.8 2.9 3.1 2.8
Netherlands ______ ... _____ .... __ . 3.1 4.2 4.6 4.8
United Kingdom. .............. __ .... __ _ 4.6 4.5 4.8 ______ 5.4

Other Western Europe..———- ___ . _ . __ . 6.5 0 7.0 7.|
Australia.—— ______ ...„._.. _______ _ _ . 2.2 s 22 24
Other Western Hemisphere—— ——————- ___ . 15.8 ____ 17.1 _____ 17.0 ______ 17.9

Brazil— —————————.——.— ———_.... Tl Tl il -Ts
Mexico.... ___ . _ _-._ _ ...... ___ . __ 4.9 5.1 5.0 4.8
Venezuela... ____ ..... _ . __ ..____ ____ 1.8 2.2 2.6 3.2
Other Western Hemisphere ____________ _ _____ 6.0 ______ 6.7 ______ 6.5 ______ 7.5

Near East..........— .......... —— —— —— —— .. sTe 8.9 io76 OO

Israel—————————————————— 1.2 1.6 1.4 1.4
Iran.-__._-____..______„__.___.__ 1.7 3.2 2.8 2.7 
Saudi Arabia....._————____....__.______.8______U>______2.8______3.^

East and south Asia...________.____.____ sTi ICU10.2loT?

Hong Kong.——-______..__._____ .9 .8 1.1 1.3 
India.. —— .———————___________ .8 .3 1.1 .8 
Korea..—__....._...„______..____ 1.5 1.8 2.0 2.4
Philippines...-———-_.__._...___ .7 .8 .8 .9 
Singapore—————————————————— 1.0 1.0 1.0 1.2
Taiwan...-—-_.-___———_———_______1.4______1^7______L6______Ui

See footnote at end of table.
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TABLE 2.—U.S. EXPORTS BY AREA, 1974-77—Continued 

[In billions of dollars]

Area and country 1974 1975 1976 1977

Africa......_________—......
Communist countries in Europe and Asia..

3.2 
2.2

U.S.S.R..... 
East Europe.

.6

Other and unspecified countries.. 1.1

4.3 
3.1

1.8 
1.0
1.0

4.4 
3.6

2.3 
1.2
.9

4.6 
2.7
1.6 
.9

' Totals exclude, but area and country data include, military grant-aid shipments.

Especially notable in Table 3 are the deficits with the oil-exporting countries 
and with Japan.

U.S. COMPETITIVENESS

I have so far discussed our present export position and have addressed the 
question of how it has been affected by world economic developments. I should 
now like to turn to the question of U.S. competitiveness and how well this 
country's exports have performed relative to those of other exporting nations.

Most of the slowness of U.S. export growth in 1977 and the decline in the 
U.S. share is attributable to economic conditions abroad, the particularly slow 
foreign demand for capital goods, and the fact that our major country markets 
were the ones that grew most slowly. These factors, however, do not explain all 
our loss of position in world markets. Even after considering all these factors, 
I believe that an earlier loss in the competitiveness of U.S. products was a 
factor in our slow export growth.

TABLE 3.—U.S. BALANCE OF TRADE BY AREA. 1974-77 

(In billions of dollars)

Area and country 1974 1975 1976 1977

Total'........................................ -2.3

Developed countries __________________ 3.2 
OPEC and other oil exporting LDC's................... -12.3
Other developing countries _________ . ____ 5.6 
Canada.................. ........ __ ........... . -2.0
Japan.............................................. -1.7
Western Europe.... __ ........... _ ........... _ . _____ 5.1

European Community _ ——— . ———————— .. 3.0

Belgium-Luxembourg.. ____________ .6 
France. _____ ..... ————————— — .7 
Germany, Federal Republic of. ________ —1.3 
Italy..................... .................. .2
Netherlands— ..—.....-... _ ............ 1.6
Unitsd Kingdom.....-.— ......... —— ... ______ ̂5

Other Western Europe..—— ............ ........~ 2.1

Australia....——— .—————————— ....... TT
Other Western Hemisphere........ ................... ____ -2.6

Brazil............ ........ .———...————— HI
Mexico........................... .......... __ 1.5
Venezuela......... ——— — —— — — ......... -2.9
Other Western Hemisphere....................... ____ -2.6

Near East'..... .. __ ............. _ ....——.——- .8

Israel.........,—— .............. ............. ~3
Iran... .......,..—. .......................... -.4
Saudi Arabia..,—— ........................... _____ -.8

East and south Asia.——————————.. -To

See footnote it end of table.

11.0
8.8

-8.9 
8.8 
(')

-1.7 
9.2
6.3
1.2
.9—.2
.5

3.1 
•

2.9

1.1
e 

2.1-1.4
-1.2

3.5

1.8 -1.1

-5.9

3.6
-14.6 

2.4-2.1
-5.4 

9.6
7.6

1.9 
.9 
.1 
.5

3.6

2.0
l -.1

1.4-.9
1.6

U>
1.3-2.4

-4.4

-26.7
-4.4

-21.9
-2.3
-3.6
-8.1 

6.3
4.4

1.7 
.5

—1.2
-.2 
3.3

1.9
2 

—3.0

2 
.1-.9

-.6

-.1
--2.8

—7. 1
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TABLE 3.-U.S. BALANCE OF TRADE BY AREA, 1974-77-Continued 

|l n billions of dollars]

Area and country 1974 1975 1976 1977

Taiwan.. ________ _--. __ ——— ....

U.S.S.R.. ....... . ......................
East Europe ______ ——— ___ —— __ .

Other and unspecified countries'... __ ——— ....

-.8
.2
.1

-.3
.4

-.7

-3.3
1.2

.3

.3

.6

-.8
.7
.3
.1
.5

-.3

-4.0
2.2

1.6
.5

.7

-1.3
.4

-.4
-.1

.3-1.4

-8.2
2.6

2.1
.6

.4

-1.6

-^
-.2

.3
-1.9

-12.3
1.6

1.4
.2

.3

< Totals exclude, but area and country data include, military grant-aid shipments.
2 Less than {50,000,000.
' Including Egypt.
' Includes transshipments of certain grains and oilseeds through Canada.

While U.S. exports grew 4.6 percent last year, the exports of our major com 
petitors grew three to five times as fast when measured in dollars. Changes in 
currency values were responsible for some of this growth, but our competitors' 
exports grew impressively even when measured in local currencies. Measured in 
dollars, Germany's exports grew over 15 percent last year (7 percent in local 
currency), French exports grew nearly 15 percent (18 percent in local cur 
rency), Japanese exports were up 20 percent (9 percent in local currency), and 
British exports increased over 22 percent (27 percent in local currency).

A similar picture exists when we examine trade in manufactured goods. U.S. 
manufactured goods exports grew 6 percent in the first three quarters of 1977 
compared to the same period of 1976. Overall, the U.S. share of 11 major in 
dustrial nation exports of manufactures in dollars fell from 17.7 percent in the 
first three quarters of 1976 to 16.3 percent in the first three quarters of 1977.

Since 1974 our share of total industrial nation exports has dropped in all of 
our key markets, especially in Japan and in the non-oil LDCs. Share declines in 
1977 have been particularly significant in our exports to Japan, Italy, the Nether 
lands, several Latin American countries, India, and Korea. Our share has de 
clined in the important OPEC market as well. While U.S. exports to OPEC rose 
12 percent in 1977, those of several of our major competitors rose two to three 
times as rapidly.

Although part of the explanation for this difference may lie in the product 
composition of our exports to these markets, there is evidence that some of 
the recent loss in manufactured goods share was related to 1975-76 changes in 
price competitiveness. Additionally—and this is probably the most important 
factor for the longer run—part of our share losses are undoubtedly due to our 
failure to cultivate those markets as extensively as exporters in other countries.
Price competitiveness

Price is only one factor in the competitive equation, but it is an important 
one. In recent years there has been considerable variation in the relative price 
of U.S. manufactured goods in world markets, as is evident in Figure 1 using 
unit value indexes as price measures. The two dollar devaluations had sig 
nificantly reduced the price of U.S. manufactures relative to dollar competitor 
nation prices by the second quarter of 1973—thereby improving U.S. price com 
petitiveness. While fluctuating somewhat, U.S. price competitiveness showed 
basically a flat trend from mid-1973 to the second quarter of 1975. From then 
until the second quarter of 1976, however, U.S. price competitiveness deteriorated 
rapidly.
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U.S. EXPORT PRICE COMPETITIVENESS IN MANUFACTURED GOODS 

IMPROVED IN FIRST HALF OF 1977

135

126

117'

108

Horld Manufactures 
Export Prices Relative 
to U.S. — 1970*100

Upward Movement 
Denotes Improved 
U.S. Price 
Comoetitiveness

Smithsonian Realignment

90-1——————I——————I——————I—————I—————I——————I——————I—————

1970 1971 1972 1973 1974 1975 1976 1977

• Foreign manufactures export prices rose more rapidly than 
U.S. manufactures export prices over past year.

• This recently Improved U.S. price competitiveness Is a 
reversal of weakening U.S. price competitiveness experienced 
in 1975 to mid-1976 period.

• Despite improvement, U.S. price competitiveness stm not 
as good as in 1973 to 1974 period.

Office of International Economic Research 
Industry and Trade Administration 
U.S. Department of Commerce

FIGTJBE 1

By the second quarter of 1976 U.S. manufactured goods export prices ad 
justed for exchange rate changes, had risen 13 percent more than competitor 
prices, and the price edge gained by U.S. exports in the 1973 exchange rate 
changes had been eradicated. A shift in price competitiveness of this magnitude 
is no small matter, and doubtless was part of the reason for the subsequent loss 
of U.S. market position.

Economic analysis has indicated that a considerable time lag occurs between 
a change in relative prices and a change in exports. Generally speaking, the lag 
would be expected to be in the order of one to two years. Taking this lag into 
consideration, a compelling case is made that the 1975-76 deterioration in U.S.

25-472 O—78
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price competitiveness was a factor in the loss of U.S. share in 1976-77. (See 
Figure 2, which shows the U.S. share of 11 major industrial country exports 
of manufactured goods, and the relative price of U.S. versus foreign manu 
factured goods exports).

U.S. SHARE Of MANUFACTURES EXPORTS 

FOLLOWS CHANGES IN PRICE COMPETITIVENESS

132.2

U,S, Manufactures 
Exoort Share 2/

1 1972 1973 1971* 1975 1976

• Changes in U.S. price competitiveness generally precede changes 
in U.S. manufactures share by four to five quarters.

• Recent improvement in U.S. price competitiveness suggests U.S. 
manufactures share may stabilize or improve in the near future.

I/ World Manufactures Export Price Relative to U.S. -- 1970=100. 
(Not available for third quarter of 1977.)

2_/ U.S. Share of Manufactures Exports of 11 Major Industrial 
~ Countries, Seasonally Adjusted.

Office of International Economic Research 
Industry and Trade Administration 
U.S. Department of Commerce

FlOUBE 2

I should emphasize, however, that while price competitiveness developments 
in 1975-76 appear to have been a factor in our 1977 export performance, this 
was not a major cause of our trade deficit. Our huge trade deficit stems prin 
cipally from our oil imports and the faster economic growth in the United States 
than abroad.

There is, additionally, also some basis here for looking for some improvement 
in the near-term future. Relative U.S. price competitiveness began to improve in 
mid-1976 (as is evident in Figure 2), and continued to gain through mid-1977 
(the most recent data available). The depreciation of the dollar over the last 
year makes it probable that the fourth quarter has shown a further gain in 
U.S. price competitiveness.

Thus, given the lags involved, it is likely that relative prices will be a factor 
In some improvement in the U.S. share over the next year or so. The behavior 
of the U.S. share in the second and third quarters of 1977, in fact, indicates that
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there may already have been a reaction to the 1976-77 improvement in price 
competitiveness. A U.S. share improvement, however, should not necessarily be 
anticipated for the fourth quarter because of the dock strike.

Two components have gone into the improving U.S. price competitiveness. 
First, our domestic price performance has improved relative to prices in other 
countries. Second, the dollar has depreciated vis-a-vis currencies of major com 
petitors. In this regard, It is extremely important that over the longer-term 
we take those steps necessary to ensure a superior domestic price performance. 
This entails policies to control inflation, and obtaining adequate rates of invest 
ment in new and more efficient capital equipment, additional gains in technology, 
and more favorable growth in U.S. productivity.

We should not rely upon exchange rates as the only mechanism to ensure 
that U.S. exports are price competitive. Although I fully endorse exchange rate 
changes that correspond to market forces, it must be noted that erratic ex 
change rate movements can have a discouraging impact on exporters. Addition 
ally, erratic behavior of the dollar can have serious repercussions on foreign 
economies, on the price of oil, and on the world economy in general.

Moreover, we must keep clearly in mind the fact that when the dollar de 
preciates we all experience a definite economic loss. After a depreciation of the 
dollar, it commands a reduced level of foreign products in exchange—thus re 
ducing our standard of living. It is in our clear and direct interest, therefore, 
to be as effective a competitor in world markets as we can.
Nonprice factors

Price competitiveness clearly plays an important role in determining our trade 
performance. However, as a former businessman, I am also well aware of the 
critical importance of non-price factors. The competitiveness of U.S. products 
in international trade is also significantly affected by a variety of non-price 
factors—salesmanship, market knowledge, reliable delivery schedules, after- 
sales service, product quality, credit term, etc. These non-price factors concern 
me more at this time than relative price competitiveness, because they are harder 
to measure, and because they may have a greater impact than is generally 
realized on long-term U.S. export growth.

For instance, an improvement in U.S. price competitiveness from exchange 
rate changes will do little to expand exports unless the U.S. price advantage is 
effectively communicated to foreign buyers. This communication process must 
work in both directions. We must first let U.S. exporters know that they have 
an enhanced competitive position. We then need to help them press their ad 
vantage in foreign markets. This is a primary objective of the Department of 
Commerce's program to promote U.S. exports.

It is necessary to realize that export growth is not just a short-term concern 
for the United States which will disappear when the deficit is reduced. Oil prices, 
a continuing increase in global interdependence, the emergence of LDCs as manu 
facturing competitors, and the real possibility of slower world economic growth 
in the future all point to a likely increase in global competition and to an 
increased need for the United States to export.

Exports have always been more important to most other nations than to the 
United States, which for decades could content itself with its huge domestic 
market with few economic consequences. Other nations have developed their 
economies by taking full cognizance of the need to export and the need to avoid 
policies that disadvantaged exports. We need to make sure we are doing the 
same. In 1976, U.S. exports accounted for only 6.6 percent of our gross national 
product, while in Japan the figure was 2.1 percent; in Germany, 22.8 percent; 
in the United Kingdom, 21.1 percent; and in the Netherlands, 44.8 percent. In 
the long-run as the share of imports in our GNP grows so must the share of our 
exports grow to pay for these imports.
Increased competition

U.S. exporters are facing increasing competition in many of their traditional 
markets and also in some of their most successfully marketed products. The 
dominant U.S. position in high technology products is being challenged by Euro 
pean and Japanese firms which, in some cases, offer comparable products at 
competitive terms with more attractive financing and after-sales service arrange 
ments. Part of these more advantageous arrangements have been made possible 
by foreign government policies which allow consortiums of firms to bid on proj 
ects. For example, this type of arrangement has contributed to the failure of U.S-
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companies to secure some large development projects, particularly In the Middle 
East oil countries. Further, an increasing number of large construction projects, 
which are labor intensive, are being awarded in that region to such low-cost 
countries as South Korea, India, Thailand, Taiwan, and the Philippines.

In Latin America, inroads have been made in some areas ill which the United 
States has traditionally done well—automotive products, energy systems, and 
construction equipment—by Japanese, Spanish, and Italian suppliers, in part 
due to more attractive financing.

Some of the developing countries which represent a large export market have 
encouraged local production as a substitute for imported products and as a 
source of export earnings. Once local production for a particular product has been 
established, both tariff and non-tariff barriers are erected to keep out imported 
goods. For example, Andean Common Market countries have put forth a plan 
if this nature in the automotive area, which is expected to reduce U.S. exports 
there.

In Africa, traditional post-colonial ties, particularly with the United Kingdom 
and France, as well as new preferential trading agreements with the EC and 
..limited efforts by American firms to enter those markets, have hindered the 
^penetration of that area by U.S. exporters. In addition, the small size of many 

'^African import markets, unfamiliarity with their needs, and the unwillingness 
of U.S. companies—compared to European suppliers—to accept the risks in 
waiting for payment have been factors in the relatively poor U.S. export showing 
in that area.

With regard to new markets, the United States has long been an exporter to 
almost every country in the world so, in a sense, there are no new country mar 
kets. There are, however, areas where U.S. exports have traditionally been small 
that are now offering, or beginning to offer, good potential for growth.

The obvious countries are the OPEC members and other major oil exporting 
LDCs whose huge earnings from oil sales and extensive development plans of 
fer new opportunities for our exports. Some of the smaller countries in Africa, 
where traditional ties to Europe are loosening, also offer new sales opportunities 
for American exporters. Further, the Communist countries, most of which now 
purchase only a small share of their imports from the United States, are po 
tentially much larger markets for U.S. goods, even though such sales are often 
limited by political constraints.

In the longer run, the ability to export successfully becomes not only a ques 
tion of price but of adaptation to change. The central factor guiding our economic 
policy decisions must be how the United States will respond to the very dif 
ferent world we now face and to the additional changes which will occur over 
the next decade.

There are approximately 20,000 U.S. companies that export, but perhaps twice 
that number could be successfully exporting. More revealing is that one percent 
of the U.S. companies that export account for 85 -percent of U.S. foreign sales. 
While there are government actions which must be taken to improve the ex 
porting environment, the government cannot export. Only U.S. companies can 
make the sales, and there must be a change in attitude toward exporting on the 
part of the U.S. business community.
Policy actions

To facilitate adaptation to his changing competitive environment we—both 
the government and the private sector—have to initiate those actions now which 
require a long time to achieve desired results. Moreover, we need to act while 
we still have the latitude and discretion to select the most positive and beneficial 
qonrses and are not forced into a position in which we have no choices.

I should like to draw attention to the influential role that government policies 
play with regard to the export environment, particularly in influencing the non- 
price factors I mentioned earlier. A determined effort is being made to include 
the international as well as the domestic implications of government actions in 
the economic policy formulation process.

We cannot exclusively rely on exchange rate changes as the primary force be 
hind export growth. Growth in exports can be expected from a cheaper dollar, 
but neither the United States nor other countries can obtain full benefits f*om 
trade unless world markets begin to grow more rapidly. For this reason, we con 
tinue to encourage other nations to step up their domestic economic growth con 
sistent with their need to combat inflation.
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The United States must continue to play a leadership role in pursuing interna 

tional economic policies that will not only benefit the United States but the 
world economy in general. The recent negotiations between U.S. and Japanese 
trade officials are a case in point. Japan and the United States have a common 
interest in achieving improved markets for manufactured products, and this 
requires equal competitive opportunities in both markets. In addition, a more 
rapidly growing Japanese economy will ease the burden on the United States 
as the driving force in the world economic recovery.

The Trade Facilitation Committee established last fall by the U.S. and Japanese 
governments represents progress in creating a more open Japanese market for 
imported U.S. goods. In addition, the Committee's activities will complement work 
on tariff and nontariff barriers being pursued in Multilaterial Trade Negotia 
tions and will support work going forward in other areas of U.S.-Japan trade 
relations. The formulation of the Committee is an example of the legitimate role 
government should play in improving the export environment. However, these 
increased opportunities will be meaningless if U.S. companies do not fully ex 
ploit them.

Fundamentally, our ability to compete is a matter of national awareness of 
economic structure. We are going to have to export to pay for our imports, and 
to do this we have to be competitive—both with respect to price and nonprice 
factors—in world markets. There are a number of steps needed now to maxi 
mize the way that U.S. companies can exploit potential new export opportunities. 
Specifically:

We need to continue strong efforts in the Multilateral Trade Negotiations to 
achieve successful results, especially in the area of non-tariff barriers which will 
put all suppliers—domestic and foreign—on a more equal footing.

We need bilateral negotiations to work out particularly thorny problems, 
especially where U.S. exporters are hindered in obtaining access to foreign 
markets. The recent discussions with the Japanese are an example of this type 
of effort.

We need to insure that U.S. exporters have credit facilities on competitive 
terms, both because of the rising importance of financing in making export sales 
and because of accelerated competition.

We need to examine our existing domestic policies as they affect our inter 
national competitiveness. Taxation, investment, anti-trust, transportation, and 
many other policies affect our competitiveness—even though their proponents 
may not have intended that result. We may need to change those laws that have 
serious adverse effects on our competitiveness. We also need to ensure that new 
laws and policies do not unduly hamper our competitiveness. Before implement 
ing new policies, we should examine their effect on our trade. We need to be 
more systematic about such assessment. I hope that as we improve our overall 
economic evaluation process we can include provision for assessing the trade 
impact of all proposed laws and policies.

We need to facilitate the dynamic adjustment of the U.S. economy so that 
structural rigidities to capital and labor movement are reduced. Energy prices, 
the likelihood of increased foreign competition, and changed markets imply a 
need for a more rapid rate of change in our technology, capital formation and 
industrial structure than in the past.

Finally, we need to increase our export promotion efforts, and to restructure 
these to the needs of tomorrow. There are a number of possible changes in our 
present export promotion program which I want to examine. Some of these could 
be fundamental in terms of their effect on U.S. export capabilities. Potential 
changes might focus on providing domestic producers with more complete foreign 
country economic and market knowledge and a targeting on OPEC, Japanese, 
and other markets most promising for export growth.

None of these needs are new. They have often been discussed before, but little 
has been done to meet most of them. What has been lacking is the determina 
tion and the priority to act.

If I had to identify an encouraging aspect of our current trade situation, it 
would be that our national concern and the determination to act in corrective 
ways is much greater than it has been in the past. I hope these hearings become 
a focal point of this interest and a driving force for progress in the fundamental 
actions which I feel are necessary for the United States at this time.
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U.S. FOREIGN TRADE
IN 1977: 

SUMMARY CHARTS

U.S. DEPARTMENT OF COMMERCE 
Industry and Trade Administration

FEBRUARY 1978
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CHART 1

IMPORTS CONTINUED TO GROW FASTER THAN 
EXPORTS IN 1977
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Data are seasonally adjusted at annual rates.
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• Foltowing 26% rise in 1976, imports advanced 22% last year to $146.8 
billion, valued f.a.s..

• Import growth was concentrated in first half of 1977; imports levelled 
during second half.

• Exports rose 5% in 1977 to $120.1 billion; export growth was 7% 
in 1976.
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CHART 2

U.S. DEFICfr AT RECORD LEVEL M 1977
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• Last year's deficit of $26.7 billion (valued f.a.s.) was more than four times 
as large as the $5.9 billion deficit in 1976.
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CHART 3

VOLUME OF EXPORTS UNCHANGED FROM 1974 
AS IMPORT VOLUME ROSE
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• Exports almost level in volume in past four years.

• Import volume rose 12V4 percent in 1977, slower than 1976 rise 
of almost 22 percent.
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CHART 4

COMMODITY COMPOSITION OF EXPORTS & IMPORTS IN 1977

Other 
(4%)

Military (3%)"

Exports 
$120.1 Billion (FAS.) Imports 

$146.8 Billion (FAS.)

• Capital goods, industrial supplies — products sensitive to business 
cycle fluctuations — predominate in U.S. exports.

• Petroleum, consumer goods, comprise over half of U.S. imports.
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CHART 5

U.S. TRADE WAS IN SURPLUS 
M CAPITAL GOODS AND FOOD IN 1977

(
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• Capital goods showed surplus of $25 billbn; food, beverages, $5.7 billion; 
and military goods, $3 billion.

• But oil, consumer goods deficits exceeded surpluses by large amount.
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CHART 6

U.S. TRADE WAS IN DEPOT WTTH ALL REGIONS
EXCEPT EUROPEAN COMMUNITY, OTHER DEVELOPED COUNTRIES,

AND COMMUNIST COUNTRIES M1977
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• Deficit with oil-exporting countries grew to $21.9 billbn, imbalance with Japan 
to $8.1 billion, and with Canada to $3.6 billion.

• Trade with other developing countries shifted to deficit.

• Smaller surpluses than in 1976 with all other areas.
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CHART 7

CONSUMER PRODUCTS LED EXPORT RISE LAST YEAR

(
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• Growth in automotive exports contributed about half of rise in consumer 
goods sales.

• Capital goods — largest U.S. export category — rose by less than 
three-quarters of a billion dollars.
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CHARTS

EXPANSION IN EXPORTS GREATEST 
TO OIL-EXPORTING LDCs AND CANADA IN 1977
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• Oil LDCs'revenues spurred large growth in purchases of U.S. products.

• Exports to Canada grew moderately, but sales to other areas showed 
little expansion.
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CHART 9

PETROLEUM, CAPITAL EQUIPMENT, 
AND FARM PRODUCTS LED IMPORT EXPANSION IN 1977
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• $10 billion growth in oil imports caused by 18% volume increase, 
9% price rise.

• Increased purchases of coffee, fruits, and vegetables paced agricultural 
advance.
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CHART 10

PETROLEUM CONTINUED TO ACCOUNT FOR 
LARGE PART OF TOTAL IMPORT GROWTH
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' Petroleum imports accounted for 29% of total 1976 import growth, 38% 
of 1977 growth.

> 1977 imports other than petroleum grew less in 1977 than in 1976.
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CHART 11

IMPORTS GREW MOST RAPIDLY 
FROM DEVELOPING COUNTRIES IN 1977
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• Higher prices and quantities of petroleum boosted imports from oil LDCs.

• Increased manufactures from Far East, higher coffee prices,spurred imports 
from other LDCs.

• Substantial growth also recorded in U.S. purchases from EC and Japan.
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CHART 12

U.S. TRADE BALANCE M MANUFACTURED GOODS 
DROPPED SHARPLY M 1976-77
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• Balance in manufactured goods moved to slight deficit in fourth quarter 
1977.

•Manufactured imports — led by motor vehicles, machinery, consumer 
products — rose rapidly after mid-1975 to $77.2 billion in 1977.

•Exports showed only moderate growth in 1976-77 to $80.5 billion last 
year.
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CHART 13

ALTHOUGH U.S. EXPORTS HAVE EXPANDED SINCE 1974,
WORLD TRADE GREW FASTER 

AND THE U.S. SHARE OF WORLD TRADE FELL
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• U.S. share of key markets, other than Canada, has declined:
1974 1977" 
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'Japan and Canada,full year 1977; EC, 9 months; all others, 6 months.
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CHART 14

U. S. SHARE OF MANUFACTURED EXPORTS 
STEADIED IN 1977 AFTER SHARP DECLINE
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• U.S. share steadied during first three quarters of 1977, but was lower than 
in first three quarters of 1976.

• Historically, U.S. share declined until Smithsonian Agreement in late 1971, 
then rose until mid-1975. It dropped sharply thereafter to first quarter 1977 
when it levelled off slightly above share in final 1971 quarter.
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CHART 1 5

U.S. EXPORT PRICE COMPETITIVENESS 
IN MANUFACTURING DETERIORATED FROM 1975 TO 

MID-1976, THEN SHOWED IMPROVEMENT
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• U.S. export prices for manufactures rose less rapidly than foreign 
manufactures' prices over the past year.

• Dollar devaluation part of reason for improvement of price competitiveness 
in 197.7.

• Despite improvement, U.S. price competitiveness in 1977 still not as good 
as in 1973-1974 period .
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CHART 16

U.S. DOLLAR FELL IN 1977 
RELATIVE TO MAJOR CURRENCIES
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• After first quarter 1977 rise, the dollar lost ground.

• Large U.S. trade deficit key reason for decline in dollar last year.
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CHART 17

... AS MOST MAJOR FOREIGN CURRENCIES 
APPRECIATED IN 1977

April 1971=100

U.S. dollar cost of foreign currencies
160

130

Canadian dollar.

100

U.K.pound'

70

1974 1975 1976 1977

• Rise in deutsche mark and yen especially rapid.

• Canadian dollar only major foreign currency which depreciated against 
the dollar.
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CHART 18

U.S. ECONOMIC GROWTH WAS STRONGER 
THAN FOREIGN GROWTH M 1977...

1971 1972 1973 1974 1975 1976 1977

'Trade-weighted composite industrial production of Canada, France, Germany, Italy, Japan, 
and the United Kingdom.

• Foreign production dropped after first quarter; strong U.S. production 
continued.
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CHART 19

... AND SLOWER FOREIGN ECONOMIC GROWTH
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• Ratio of foreign industrial production to U.S. industrial production dropped 
in 1977, indicative of downward pressure on the U.S. trade balance.

• 1975 ratio shows cyclical factors contributed strongly to U.S. trade surplus 
in that year.
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Mr. WEIL. Let me say at the outset, Mr. Chairman, that I am not 
an economist, and the subject of this discussion is one that professional 
economists have dealt with very well and very extensively. By the 
time I'm finished with my Government experience, I suspect I will 
be a little bit of a half-baked economist, and I therefore apologize at 
the outset for what could be viewed by some professional economists 
as too simplistic a view on some of my positions. I approach these 
problems from the point of view of the practitioner on the investment 
banker side.

Let's first look briefly at the problem. I'd like to start by making 
the observation that I have always felt we are a crisis-oriented people, 
and the very fact that the problem is so clear now may itself contain 
the seeds of a solution.

The problem has been with us a long time. It's been growing. Many 
of the policy measures that can deal with the problem have been 
known for a long time, but they have only been dealt with in a half 
hearted way, because the problem has been lingering in the wings.

The problem is well illustrated by the fact that this past year we 
had a $26.7 billion trade deficit. Our total exports grew from about 
5 percent in 1977, and at the same time our imports grew by 22 per 
cent. However, in the last few years, our price competitiveness as 
measured by technical economists has somewhat improved. Hence, by 
the end of this year there should be some improvement in our manu 
factured goods trade balance.

I think everybody in the world knows by this point that the largest 
part of our trade imbalance stems from the fact that our oil imports, 
on a census basis, went from $7.6 billion in 1973 to $41.5 billion in 
1977, almost 30 percent of all our imports. That, I think, is the essence 
of the problem. The fact is that only in the last 5 years has the U.S. 
become an importing Nation of such consequence that it had to be con 
cerned with exports as an important national priority.

The United States today still only exports between 6 and 7 percent 
of its gross national product. For most other industrial nations in the 
world, that figure ranges from 12 to 44 percent. The average of Eng 
land, France, Germany, and Japan is 19 percent, This shows where 
exports have been in our national economy priorities.

It's also true that since the 1974-75 world economic slump—caused 
in part by OPEC price increases—our economic growth has been 
faster than that of other industrial nations. Consequently, we have 
a greater growth in demand for foreign goods than they have had for 
ours. At the same time, slower growth in other industrialized nations' 
economies has caused them to feel a need to look to export markets to 
sustain their industrial growth.

There are really only four ways, in fundamental terms, to approach 
this situation. The first is to deal with the oil import problem. It's 
the largest part of it. The energy program is now before Congress. 
Even if we got an ideal energy program by anybody's standards, 
however, the effect of that program on the trade balance problem 
would only be minimal in the short term, and over the longer run 
would not solve it entirely, in my opinion.

The second general approach is to deal with the growth rates of 
.our major trading partners and to try to bring them into more har 
monious relationships over a period of time. This is difficult, however,
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because we do not control the politics and the economies of those 
countries. Moreover, there are some people who have begun to doubt 
that such action would produce similar growth rates abroad, or that 
the effects of that upon our trade balance would be as large as some 
economists suggest.

The third general policy approach is to insure that the exchange 
rate mechanism works effectively, so that we do have price competi 
tiveness in the literal economic sense. The fourth, for want of a better 
phrase, I will describe as a structural problem, and it seems to me 
that maybe the best way to describe the structural problem is to tell 
an anecdote. I should say at the outset that I don't want to leave the 
impression that even if we could solve all our structural problems, 
that would solve the whole problem, any more than any one of the 
first three would solve the whole thing. It's going to take a combina 
tion of solutions over a period of time within a coherent national 
policy to resolve this problem.

But let me tell the anecdote to illustrate what I regard as the prob 
lem, which is the situation here at home. I heard this story in Brussels 
about 3 weeks ago. A Belgian sales representative about 4 years ago 
heard about a product made by a Minneapolis-based machine tool com 
pany. The product was an attachment to American-made tools which 
made them work faster and more efficiently. This man was interested 
in getting the right to sell this product in Western Europe. He wrote 
to the company four times over a period of time. He received no re 
sponse. He thought that this product had significant potential, so he 
bought hmself an airplane ticket, flew to Minneapolis, and set up an 
appointment to see the president of what turned out to be a $12 million 
company. He opened the conversation with this man by saying, "Why 
don't you answer your mail?" And the man said, "Because I have a 
policy against exporting."

The Belgian sales representative finally talked his way into getting 
the rights to sales in Western Europe. This was 4 years ago. As of 3 
weeks ago he is doing 40 percent of that company's business. Further 
more, the company's domestic business has also grown.

The part of the story that I think is particularly instructive is 
why. Why did he have that policy? I pieced together some of the 
surrounding facts as follows: Let's assume that this man owned his 
own business, that he was making on the order of half a million dol 
lars after taxes, that he was growing at 20 percent a year; that he had 
only two or three service people he could really trust; that he prob 
ably hadn't started to tap the market even as far as California, and 
he had heard about problems of credit, shipping of goods, language, 
and other problems that relate to exporting.

He may even have had business school professors tell him that he 
should control his growth. He probably was enjoying his new wealth 
and may not have wanted to own the whole world.

The fact is, we have thousands of companies in this country like the 
one in this story.

We can't exhort businessmen to do something for the sake of the 
country if it wouldn't be in their self-interest. There is a potential 
self-interest there. But, we have to overcome the fact that for many 
years we have been the world's largest, most attractive market and
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that the rest of the world has been coming to sell to us. Foreign com 
panies hardly get into business before they have to look across one 
border, and having looked across one border, the others were easy.

Conversely, we are a very large and satisfying market to all but 
we have a very small number of exporting companies. Around 85 
percent of the manufactures' exports in this country come from about 
300 firms and that leaves thousands of firms like this firm in Minne 
apolis that have exportable products but are not attempting to get 
them out in the world.

There are presently no estimates of the dollar value of exports lost 
by this attitude. But it has to be in the range of several billions of 
dollars. Take this in conjunction with the other three factors I men 
tioned, and we have the makings of a problem.

What do we do? Our national export policy will obviously come 
to be a composite of various policy measures. We need to get our for 
eign partners to stimulate their economies and have fair exchange 
rates. In addition, however, we need an appropriate credit program, 
competitive with the world, for exports.

The Export-Import Bank has assumed an appropriate posture, 
but we have been working with the Export-Import Bank in an effort 
to see if they could improve their ability to extend credit to the small- 
and medium-sized exporters.

You brought up earlier, in connection with agriculture, the prob 
lems of research and development. I believe that over the last 15 years, 
U.S. share of world research and development expenditures has gone 
down from about 50 percent to about 30 percent. That portends to 
me—again I am not aware of any statistical models on this—grave 
consequences in 10, 15, or 20 years, because our ability to export in 
manufactures and in agriculture has largely been due to our techno 
logical superiority. The large shift in our share of the world's research 
and development expenditures suggests that our relative advantage— 
not necessarily comparative, but our technological advantage—must 
be beginning to change for the worse.

We have to examine all of our tax policies as they affect our export 
position. There has been considerable discussion about the effect of 
section 911 on American nonresidents. If, for example, an American 
electrical engineer is the key decisionmaker in the building of a series 
of hospitals in the Middle East, there is a good chance the electrical 
systems that go into those institutions will be made to American 
standards. If, however, that man had to be replaced by a Frenchman 
or a German because of our present tax laws, there is a high probabil 
ity those hospitals would be built to the electrical standards of West 
ern Europe, which, as you know, are quite different from ours. This 
obviously precludes important sales of supplies by American electrical 
contracting firms.

There are many other tax issues that relate to exports, where we have 
ignored the consequences on exports, because the effect upon our 
export posture has not been the subject of great national conscious 
ness. While we have considered the impact of other issues, we have 
not looked at the effect on competitiveness in the same way. We do 
not have an industrial policy in this country, as Japan, for example, 
does. Japan announced a number o.f years ago that they were going
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to shift from exporting textiles to exporting television sets. They have 
told the world now that they are going to export computers. I don't 
know how far we should or can go in this. We have a different kind of 
economic and political system. But we should be looking at those issues. 
The fact that those governments in those countries have exports 
in the vicinity of the order I described indicates the effectiveness of 
those industrial policies.

Ambassador Strauss and his staff are working hard in the multi 
lateral trade negotiations to get some kind of coherence with respect 
to subsidies. We are trying to get a new code which will affect the 
ability of other countries and ours to subsidize their exports, since 
many different ways have been discovered in the last 20 years for gov 
ernments to support their export programs.

I think we have to recognize as well that foreign direct investment 
by the United States is very important to our export success. There 
is a so-called "pull through" effect. A large firm in America builds 
a plant in another part of the world, and it is perceived by some as an 
export of American jobs. But in fact on analysis—we are doing some 
work on this, I don't have it completed yet—it creates additional ex 
ports. One of the reasons we are lagging so badly in imports into 
Japan is because for a long time Japan precluded substantial invest 
ments by American firms there.

We need a much better information exchange system, because of the 
size of the American market. The Minneapolis Machine Tool Co. for 
example illustrates that we need to make it easier for that type of firm 
to get information out to the world. Others come here because it is 
difficult for that small firm to go there.

There is technology in existence today for the exchange of product 
information, and there are telecommunications systems. However, 
Only the U.S. Government has the critical mass to put such a system 
into existence.

We have in certain instances, particularly in the case of Japan, 
begun a specific series of efforts to address ourselves to those markets 
where we have substantial trade imbalances. We have formed a Trade 
Facilitation Committee to try to overcome trade barriers on the 
Japanese side, and to encourage American firms to make the effort to 
sell to Japan, which they have not done because of historical perception 
that Japan is impossible to sell to. So, I end on the point that I began, 
which is with the fact that the trade deficit has become a serious 
problem, as illustrated by your wisdom in calling these hearings. I 
think we have come to the point, finally, when this Government, both 
on the executive and the legislative side, will have to address these 
problems in a collective, coherent way.
=• We in the Department of Commerce are primarily in the business 
of trying to deal with the structural problems that I addressed today. 
I will be glad to answer your questions.

Senator STEVENSON. Thank you, Mr. Weil. You have addressed 
more problems than you have offered solutions to.

But I was pleased to hear you place some emphasis on the struc 
tural deficiencies in the economy and on our flagging investment in 
R. & D. But much of the rest sounds familiar. If we didn't have to 
import and if foreign countries would only stimulate their economies,
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if we only would provide American industry with more export sub 
sidies, Eximbank, for example, or if the dollar was only stabilized 
at lower rates, the trade would be in balance.

Most of those things just aren't going to happen. And some of 
them wouldn't help if they did happen.

The dollar has been sinking, the yen and the West German mark 
have been steadily appreciating, and so have their trade surpluses.

It looks to me to be pretty obvious that there are nonprice factors 
that are dominant in the global marketplace.

I was also pleased to hear you refer to yourself as a half-baked 
economist. We would have been more pleased if it hadn't been half 
baked, unbaked, or baked.

Economic doctrine, macro economic thinking still makes us a 
prisoner. It is increasingly irrelevant. In my humble judgment, as a 
noneconomist, I think history is bearing this out.

Now let me get to some specifics. You mentioned the Export-Import 
Bank and you also mentioned that in the first three quarters of 1977, 
U.S. exports to the Communist nations fell 25 percent. Why was this ? 
And do you think the Eximbank credits should be made available to 
the Communist countries, that are not now eligible?

Mr. WEIL. That is, as you know, a complex and delicate question.
Senator STEVENSON. It is hotter than it is complex.
Mr. WEIL. Complexity and heat, I think, go together. In the first 

place, our exports of agricultural commodities to those countries have 
declined for a variety of reasons. There are obviously constraints due 
to the availability of credit for the nonagricultural goods that those 
countries would be inclined to import——

Senator STEVENSON. Excuse me. Could you get the microphone a 
little closer ?

Mr. WEIL. Excuse me. Those constraints are related to certain other 
political considerations, which don't directly bear on trade. Until those 
political considerations are resolved in one way or another, it is going 
to be difficult to expand the base for a great deal more trade with 
those countries.

As to those political considerations, I would have to yield to a 
higher and more wise authority.

Senator STEVENSON. You are suggesting by implication that the 
emigration issxie is a political issue that you don't feel you can address ?

Mr. WEIL. Yes.
Senator STEVENSON. So is the question of the export of high tech 

nology products to certain countries. Is that something you can ad 
dress ? That is within the Commerce Department.

Mr. WEIL. We, as you know, are responsible for the Export Admini 
stration Act. However, when it comes to matters of technology and 
national security, we are much more of a clearing house than we are 
a decision point. We participate in the decisions, and we do have a 
point of view on these issues, but if certain other agencies in this town 
take a very strong position, which they do from time to time on such 
issues, we do not have the power, because we don't see ourselves as 
experts in all of these technological issues.

I will concede that it is easier for somebody whose sole concern is 
national security to say no to almost anything than to say yes, even 
in a measured way, to almost anything.



75

Senator STEVENSON. Do you think this procedure should be changed ?
Mr. WEIL. No; I think the procedure is appropriate. It is being 

worked on, reviewed, and we hope—Mr. Marcuss, as you know, is very 
much involved in that process and he might like to comment—that we 
can rationalize it and get the national security oriented people to look 
at it in a more balanced way.

Senator STEVENSON. How can it be expedited ?
Mr. WEIL. We are expediting the run-of-the-mill problems. Those 

cases, which are irritants in some instances, are the ones which come 
within' the consciousness of people in your position, for example. They 
are not being expedited for two reasons. One, because that is one way 
to deal with them—and of course we don't have control over that— 
and the other is because they are complex scientific issues.

Mr. Marcuss might like to comment.
Mr. MARCUSS. Well, the problem of expediting export license appli 

cations, as you know, is very significant. One of the factors in the 
process at the moment is that the system that we have is one that does 
not lend itself to accountability very well.

It does not lend itself to responsible decisionmaking. It does not 
focus decisionmaking in any single official, who can take responsibility 
for export licensing decisions.

As you know, it is an interagency process. Part of the interagency 
process is mandated by statute. The consequences of that is, in many 
circumstances, that decisions are made at the lowest common denomi 
nator, the lowest level. Significant policy issues are not identified or 
not addressed. We have spent some time, and will spend much more 
time in the months ahead, on an attempt to focus on policy issues, to 
raise policy issues to the level where they can be addressed by those who 
make policy, and to hold people accountable for the decisions which 
they make.

Now that addresses a general problem in export licenses. As far as 
timing is concerned, specifically, the easiest thing in the world is to 
say no. Congress mandated 90 days to process export license applica 
tions. We could process 100 percent of all export licenses within 90 
days by denying every export license that reaches day 89, and the 
data would show we are processing everything within 90 days.

The fact of the matter is that well over 95 percent of all export 
license applications are completed within the 90-day period. It is 
the remaining percentage that raises difficult problems.

Our predisposition is not to say no. On the other hand, as Frank 
Weil points out, we do not have in the Commerce Department the 
technical expertise to make all of the national security judgments 
that are necessary to reach an intelligent conclusion.

What we are trying to do, recognizing that this inevitably produces 
some extended time period for the processing of the license applica 
tions, is to force the other agencies of Government that are involved 
in this decision to come out in the open with their policies, with their 
problems, to communicate their problems to the export license appli 
cant, and to stand behind the positions which they take.

That, I have to say, is not a neat and tidy process, but we are 
working on it.

Senator STEVENSON. Senator Heinz.
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Senator HEINZ. I would just like to bring up, as long as we are on 
this subject, a problem which may be typical of some of the problems 
that you, Mr. Chairman, and Mr. Marcuss, are discussing.

One of my constituents is a gentleman named Mr. Imre Kerenyi, 
and perhaps Mr. Marcuss and his staff are familiar with his case.

Without going into the details of his case, or any of the aspects of 
the voluminous correspondence he has had with you, I am concerned 
that in this instance he was promised a specific reply, which would 
be, and I quote, "the result of a very careful investigation," accord 
ing to the Deputy Assistant Secretary for East "West Trade,' Allan 
Reich. And that was in Mr. Reich's letter of December 2, responding to 
Mr. Kerenyi's October 18 letter.

It is now February 23. And without trying in any way to weigh the 
merits or demerits of a particular decision, it seems to me that here 
we are 2 months later, and to my knowledge no response has been 
received. And my staff has been informed orally that it is not even 
being prepared, despite the promise of December 2.

My general question is: If these things are true, what do we tell our 
constituents, the people of this country that in fact are interested in 
helping solve the problem that Mr. Weil so correctly pointed out re 
garding the relative lack of enthusiasm of many American business 
men to involve themselves with the intracacies of exporting?

Mr. WEIL. I am not familiar with that case, Senator, but since it 
involves two of my deputies, Mr. Reich and Mr. Marcuss, I had better 
respond.

Periodically, details of that sort come to my attention, and with 
out even knowing anything about the case, I start out with the atti 
tude that there is something the matter, because it shouldn't take that 
long to get an answer.

If one promises an answer and needs more time, one ought to write 
a letter of explanation. That is just common courtesy when you do 
business with somebody, whether it is the Department of Commerce 
or another business. I am not familiar with this case. I don't know 
what Mr. Reich promised, or if he promised Mr. Marcuss was going 
to provide the study. We will look into it and give you a report.

Senator HEINZ. Please do. I am not asking you to personally in 
volve yourself in the complexities of decisionmaking. My point is 
when the Federal Government promises that a decision will be made, 
as Mr. Reich did, it is counterproductive for everything that you 
stand for and that we stand for, when the promise is not kept.

And if we can get an appropriate response to this individual, and 
not only to this individual,, but to all others as well that may be in 
the same straits, then we will be doing all of ourselves, including our 
constituents, a favor.

I thank you, Mr. Chairman, for yielding to me. I had not wished 
to interrupt your line of questioning, but I felt this was quite perti 
nent to it.

Senator STEVENSON. Let me just finish this line and turn it back to 
you. Senator Heinz.

What should we be doing to change the law, if anything, to cen 
tralize the authority that Mr. Marcuss mentioned, in order to have
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a focal point for responsibility and accountability ? And to make sure 
that whatever technical resources the Department needs it has?

You have discussed the problem. What should we do to solve it?
Mr. WEIL. Well, I would ask Mr. Marcuss to comment as well. 

From the broadest policy perspective, my own view currently is that 
I wouldn't suggest any material changes in the process. I don't think 
it would be a wise expenditure of the taxpayers' money to build a 
technical staff at the Department of Commerce which would have 
superior powers on those issues over the technical staffs in other parts 
of Government.

I think that we are unleashing forces into the system that will tend 
to drive these agencies toward making prompter decisions.

I think that that should do it. I think that can be done from an 
administrative point of view. It won't be perfect, it never will, be 
cause the system is not perfect by definition from the beginning. I 
think we should also point out that in aggregate dollar terms the 
value of those licenses we deny or delay is a small number, and thus 
from the point of view of our trade balance, it is one that I think is 
only marginal.

Mr. MARCUSS. I haven't given any thought to specific statutory 
changes at this point, and I am not, therefore, in a position to com 
ment on that. There may be some things that can be done, and I 
suspect that will be the subject of some hearings before this commit 
tee at some appropriate time. In fact, I think the statute expires next 
year.

But a large part of the problem is in fact administrative. And the 
extent to which changes can be made through the administrative 
process, we will make them. I hope, Mr. Chairman, before the year 
is out to be able to form an intelligent judgment as to whether it's 
possible to make the necessary changes through administration, or 
whether changes in legislation are necessary.

But one thing that is absolutely clear is what the system now lacks 
is predictability. It is unpredictable. It lacks certainty, it lacks a sys 
tem of precedents, it lacks adequate technical resources, and those 
need not be governmental. It lacks accountability, it lacks clear state 
ments of policy. And it lacks sufficient high level government atten 
tion to the policy issues which are constantly being raised.

Now many of those, not most, not all, can be addressed administra 
tively. To the extent to which we cannot, to the extent to which change 
in the statute is necessary, we will be prepared, after we have made 
our best efforts administratively, to come back to the committee, to 
you, and indicate our thoughts.

Senator STEVENSON. When will we get the reports on technology 
exports mandated by the Export Administration Act?

Mr. MARCUSS. There are a variety of studies mandated by the 
statute. We will meet the deadlines that are set forth in the statute.

Senator STEVENSON. Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman. First, Mr. Well, I 

was delighted at your candor in recognizing what the energy bill is. 
While it will improve our situation, it won't eliminate, by any means, 
the problem. I appreciate your willingness to make the committee

25-472—78



78

and the American people aware that this energy bill, regardless of 
what kind we get, is just our first step in a very difficult battle.

Second, with respect to your discussion of the disparity in the 
growth rates between ourselves and some of our major trading part 
ners, Germany and Japan, while that is a perfectly valid observation, 
and it is one we have had frequently made before this committee, it 
obscures a fundamental difference of economic philosophy between 
the United States and Japan and Germany, namely, that they tradi 
tionally rely on using exports and the very agressive promotion of 
exports to lead in their recovery. And as such they engage in a va 
riety of tactics, some of which we have seen in the steel industry, 
involving dumping and deep subsidies of a variety of kinds, to pro 
mote that policy.

It strikes me, therefore, and I would like your comment on this, 
that one of the ways that we can, as a matter of practical leverage on 
those countries, encourage them to reflate, as we would like them to 
do, is to much more aggressively enforce our so-called unfair trade 
laws which deny to those countries the ability to sell below cost in 
this very large market in the United States.

Is that something that we are considering as part of our overall 
trade strategy and in particular as part of our strategy to get the 
Germans and Japanese to reflate?

Mr. WEIT,. Just like Senator Stevenson's' question with respect to 
the exports to the Communist countries, that, too, is a sensitive and 
hot question.

Let me start by saying that I deplore the present world trend of 
moving toward defensive mechanisms to deal with trade problems. 
Yet realistically, given the worldwide slump due to the OPEC prob 
lem, I suppose to some extent it is inevitable. I commend to you, if 
you didn't see it a couple of days ago, a piece on free trade in the 
Xew York Times by a man named Lincoln, which aptly called for a 
more flexible and intelligent look at the definition of these terms.

But I personally think that to the extent we can maintain our pos 
ture of dealing with the problem overall, from the aggressive as 
opposed to the defensive point of view, we will all be healthier in the 
long run. As trade doors begin to slam shut around the world, a series 
of domino effects is started, and it will be difficult to correct.

On the other hand, we have to be realistic, and I think that the 
trigger pricing plan with respect to steel effected in the last few days 
is a very intelligent and sound way to deal with the problem. We can 
not sit back and allow major trading partners to take undue advan 
tage of us. Yet I would hope, as in the case of Japan, that we would 
be able to deal with the problem not of denying entrance to their 
exports to us, but rather of gaining increased accessibility for our 
exports to them. ' •

Senator HETNZ. Well, I appreciate that statement, and I think it is 
quite accurate. But my concern, and I am not entirely sure you have 
addressed it, is whether we are making the necessary linkages be 
tween prices for steel, or the 'taking of antidumping cases by Treasury 
on steel, or the making of Presidential decisions regarding 201 escape 
clause cases, and either the relative willingness or unwillingness of 
individual countries to reflate.
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Mr. WEIL. You correctly perceived the fact that I didn't address 
that, because I think it is a very dangerous linkage. I agree with yoii 
that in relative terms pressure points cause people to do things of 
that sort, but from what I have learned in this past year of work ng 
in the Government, saying to the Germans, "We will keep your si sel 
out unless you reflate," would not necessarily be a productive cou rse 
to follow.

These things occur; we take the actions we do with respect to for 
eign steel because we need to on the merits of those issues. At the same 
time, we encourage the Germans to reflate because we believe, rightly 
or wrongly, that their reflation would tend to increase their appetite 
for our goods.

I must respectfully differ from the implication of your observation 
that the linkage would be a helpful thing.

Senator HEIXZ. The Special Committee for U.S. Exports stated 
that: "U.S. policy for export stimulation lias been characterized in 
recent years by incompleteness, inconsistency, and restriction."

It especially pointed out that the Department of Commerce export 
assistance programs have been inconsistent, stating that: "Over the 
last 5 years, funding for these programs has declined in real terms, 
and the programs have from time to time been threatened by discon 
tinuance, shifting priorities, and budget constraints." 
,. Would you like to comment on that statement ?

Mr. WEIL. I think you might get me fired.
Senator HEINZ. Well, you haven't been there that long.
Mr. WEIL. I didn't mean from that point of .view. I am not familiar 

with'the source of that quote, but I would have to say that there is 
a lot of truth in those observations.

The reasons for them are many. First, the leadership in these 
Department of Commerce programs has undergone manj7 changes in 
the last 5 or 10 years. Second, it has only been in the last year or two— 
since our trade balance moved from record surplus to record deficit— 
that these programs have come to the forefront in the minds of the 
policymakers.

We hope that the combination of recognition of the seriousness of 
these issues, coupled with what we hope is a new quality of leadership, 
will cause observers 5 years from now to have a different set of 
observations than those you have quoted.

We have been doing a lot of thinking and studying on the way to 
deal with the problem from the point of view of structural assistance. 
We have no firm new programs at this time, but as my earlier com 
ments suggested, we have, reached the conclusion that a large part of 
our problems are right here at home in the United States. Conse 
quently, we need to develop a variety of measures designed to over 
come the problems at home, to "push" on the export side, as distin 
guished from our programs over the last 12 years, which I would 
characterize as export "pull."

A lot of our present resources abroad are designed to "pull" the 
American exporter out. Those programs have not been all bad; they 
were positive. However, they may not have been the most cost effec 
tive programs, on balance. There is no question that you get more 
exports with a lot of linear extensions—that is, more trade centers
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and trade shows—but I am not sure that is the most cost effective way 
of doing it.

We have been working on some ideas that will build a better bridge. 
We have 43 ITA field offices of the Department of Commerce dealing 
with this issue in the United States, and we have qualified personnel 
around the world, in our Embassies as well.

Now we need to build an intelligent bridge between those two super 
structures. We are working on these programs in the hopes that we 
can, as I say, have a better evaluation 5 years from now.

Senator HEINZ. For the record, Mr. Chairman, the Special Com 
mittee for U.S. Exports, chaired by John R. Babson, presented its 
report to the 95th Congress, the House Ways and Means Committee, 
November 3 and 4, 1977. The report does have some interesting find 
ings. On page 325 of the report, table 8, it indicates that there are 
very definite tax incentives which can either be reflected in aftertax 
profits or can be reflected in even larger price reductions made pos 
sible by those tax incentives, ranging, in the case of price reductions, 
on a $10,000 sale from a high of $330 in Belgium., to a low of zero in 
the United States. With France, $300 per $10,000 sale. The Nether 
lands, $320; Brazil. $223; and Spain, $90.

Now, in the President's tax message to the Congress, are there any 
tax incentives, or export promotions, or are there any tax disincen 
tives, in your judgment?

Mr. WELL. As to the first part of your question, the comparative 
posture in the other parts of the world, that is a question we will 
address in the hearing on March 9. We will be presenting extensive 
comparative information on that date. I am not fully briefed at the 
moment on our comparative posture.

However, I think your general observation is on target. We do far 
less with subsidies, taxes, and otherwise, than our major trading 
competitors.

As to the second part of your question, the President has sent up 
his tax bill, and has recommended the elimination of DISC, and has 
recommended substantial changes and a deferral on income. These 
issues are complex, and much debated——

Senator HEINZ. Complex the same way nonmarket country exports 
are complex?

Mr. WEIL. There are some of the same characteristics, ves. But they 
are complex. I would tell you, as a businessman, that there is room 
for reasonable men to differ as to the effectiveness of this in terms of 
stimulating exports.

Senator HEINZ. Let me ask you for your judgment. Do the Presi 
dent's proposals on DISC provide a greater or lesser incentive for 
exports ?

Mr. WEIL. Let me put it in terms of simple logic——
Senator HEINZ. I am more interested in terms of simple judgment 

than I am in terms of simple logic.
Mr. WEIL. If I might start with a little logic, sir, you are removing 

something that is perceived by a constituency—in this case the busi 
ness community—as a plus, but .which is bound to be perceived as a 
minus in the real world. If you remove DISC, whether or not manv 
businesses will make less of an effort to export is something one won't
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know until it happens. Ix>gic, however, says that the removal of an 
incentive is likely to be a disincentive, and that is one view.

On the other hand, I think we have to be careful in analysing the 
DISC in distinguishing between the original DISC and the DISC as 
it exists today. The original DISC was invented in 1971, prior to the 
decision to float the dollar. It was a last gasp effort to avoid a float, 
and, probably in a perfect world, when the decision to float was made, 
if it had been possible to have reversed the decision on DISC, it 
should have been reversed.

Subsequent to the float, the DISC and the float work together and 
there is not a man alive who can tell you which had more of an effect in 
stimulating exports in that period.

The DISC was amended around 1974 and is currently an incre 
mental DISC. It only benefits sales over the 1974-75 base period. That 
is important to look at, too. The President's judgment, after weighing 
all of the points of view, including the point of view we expressed in 
the Department of Commerce, is a political judgment. As President, 
he is in the best position to make the final judgment, and as I said at 
the time I was stating my own position last year, if he made the 
decision., I would support it.

I think we should pull up our socks and not use the President's 
judgment as an excuse not to export.

Senator HEINZ. Well, if I understand you, you are saying that 
while you support the President's decision, and he has a responsi 
bility, you did not recommend to him the provision that he subse 
quently sent down to the Congress. Would that be a fair way of stating 
it.

Mr. WEIL. Yes. We recommended the retention of DISC.
Senator HEINZ. Would it therefore be a logical inference—I am not 

saying this is what you say—that you don't think his proposal neces 
sarily does much for exports?

Your best course, when someone poses a logical inference, is prob- 
ablv silence.

But what about the rest of his program ? Will it help or hurt ?
Mr. WEIL. Well, there is nothing in the tax bill that I am familiar 

with that would, other than the point you just raised, be either a 
significant plus or a minus with respect to exports at the present time.

Senator HEINZ. Did I understand you correctly when you indicated 
you were going to have some further proposals, tax proposals, that 
might provide greater incentives for exports? Or did I mishear you?

Mr. WEIL. I think you slightly misheard me. I meant two things. 
One. I think that as tax issues are reviewed from time to time, they 
should be examined carefully from the point of view of how they will 
imrmct upon our competitive position.

Two, we intend to be examining various ideas to create additional 
incentives. We have not reached a point where T would want to discuss 
them now. Obviously before I could officially discuss them, we would 
have to go through ouite an elaborate clearance process.

Senator HEINZ. The document to which I referred from the Com 
mittee on Export Promotion, may or may not be the final word. It 
does appear to indicate that there are foreign export practices that
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•would appear, particularly if. translated-into price reductions, to be
•of considerable significance.

. I would hope that you would find the opportunity in the near 
future to evaluate those findings, tell us what you think of their valid 
ity, and address the issue of whether we should do nothing about them, 
or something about them.

Mr. WEIL. Well, we will do that, we will address that on March 9.
Senator HEINZ. Thank you, Mr. Chairman.
Senator STEVENSON. Senator Schmitt.
Senator SCHMITT. Thank you, Mr. Chairman. I am sorry, Mr. Weil, 

that T missed your statement, but I have just read it hurriedly.
Mr. WEIL. Is this the summary or the longer one?
Senator SCHMITT. I guess it is the summary. At any rate. I will read 

the statement. You say: "We are specifically concerned today, how 
ever, with the sluggish growth of exports over the past 3 years." and 
then you go on to discuss for a number of pages a variety of problems 
related to that sluggish growth.

It seems to me you have discussed primarily the symptoms and 
how to treat the symptoms of the problem, without possibly getting 
into the basic disease.

I would like to have your comment on three or four general areas.
First, the role of technology or the lack of technological growth 

over the'last decade, and the possibility that that is a major cause of 
this sluggish growth in the past few years.
...There ai'e really no major areas of technology expansion right now 
that this countrv is leading the world in, at least I can't think of any. 
Although we still have a strong technology base, we are not out on the 
leading edge of technology as we have traditionally been at various 
times in our history.

Would you care, to comment on that?
Mr. WETL. To add to your confusion, Senator, I gave oral remarks

•different from what 37ou have read there. And I did address R. & D. 
"in talking to Senator Stevenson. The view I expressed in summary 
form w7 as that there is reason for concern with respect to R. & P.'s 
posture, though I would have to say, broadly and generally, that I 
don't .think; at least in the recent past, that onr trade problems could 
be attributed to what has occurred so far, with respect to the decline, 
in our E. & D. posture in the world.

I think the problem lies ahead of us. and I share what I sense from 
your question is your concern with our posture. That is a widely 
shared concern in this administration.
. Senator SCHMITT. Do you think the administration's budget reflects 
thnt concern?

Mr. WETL. Another part of the Department of Commerce, the Office' 
of Science and Technology, is responsible for this area. I am not 
familiar with this in detail, and I would want to defer to mv colleague- 
Jordan Baraul who is the Assistant Secretary in that office on this 
issue. . . - - .

If I recall correctly, however, he had good support in his budget 
for a number of programs in that area.

. Senator SCHMITT. That is what everybody has been saying, that 
there is good support. But as I analyze the budget, the real growth is 
almost nil in terms of basic technology stimulation by the Federal
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Government, and in the area of tax policy, which is what is deter 
mining a large part of the private sector's investment in new tech 
nologies, still there is no real stimulation of this growth of technology 
base. .-.,-• •
• . Senator STEVENSON. If the Senator will yield, the only real growth 
is for basic research. I don't quarrel with that. But it is not going to
•produce product innovations in the near future, that will have any 
economic consequences.

• The largest increase in basic research is for DOD.
Senator SCHMITT. Yes. The Senator is entirely correct. And I would 

commend you to go back and work with Mr. Baruch, and really look 
into this. Because I think either there is a basic misunderstanding in 
the administration of what technology growth is all about, and the 
role -the Federal Government plays in it, or there are other priorities 
which right now are going to mitigate. I think, against any real turn 
around in this situation.

Mr. WEIL. There are really only two ways for the Federal Govern 
ment to be involved. One is all expenditures for R. & D. are fully ex- 
pensable, and in many instances they are expensed currently. So there 
is as much of a tax incentive from that point of view, short of credits, 
or short of direct subsidies for research and development, which other 
nations have engaged in. These, are complex issues. I find instructive a 
case which occurred in this country about 15 years ago. The Minnesota 
Mining Co. was a company built on innovation. In the midsixties, the 
management of that company began to be concerned with what they 
saw as a declining flow of innovative products.

They carefully examined the causes and concluded it was largely 
due to the fact that its middle managers had become bureaucratic— 
like the Government may be—and that they were not taking the same 
risks they had taken in the earlier days when the company was smaller. 
Having examined that, the management did an intelligent thing. They 
changed the structure of the decisionmaking process. Up to that point, 
the middle managers had to get higher authority and justification for 
making expenditures for development. They turned it around, so that 
within the parameters of levels of management, middle managers were 
instructed to expend money for innovation without having to get 
liigher authority. If they opted not to spend the money, they had to 
justify that, and get higher authority. It caused a significant change 
in the willingness to take risks.

Senator SCHMITT. I think that is very important. I think many cor 
porations may find themselves in that situation today. I know some 
Government agencies find themselves in that situation today. But in 
part it is created by the numbers of areas in which there is intensive 
competition between corporations, or intensive motivation within an 
agency.

•NASA, right, iww. the asrency I am most familiar with, has not got 
ten as bureaucratic ns most agencies, but you can see a hardening of 
the arteries intern ally, because there is nothing to do except to redis- 
'tribute a constant level budget.

I mention that, only because of my familiarity with that agency. I 
think the critical area for develonment in new technolosy now is ad 
vanced energy svstems. And the DOE budget in terms of advance en 
ergy systems is abysmal. There is no energy policy at all. That is where
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we have an opportunity to start, to turn at least the technological bal 
ance of payments around very rapidly, within the developing world, 
as well as in much of the developed world.

But our policies, including our nuclear policies abroad, are mitigat 
ing against that very rapidly. That is what concerns me, that we have 
fallen off the leading edge.

Mr. Chairman, I can't think of one area of technology right now 
where we are not at least being equaled by other countries, or in fact 
are behind them in terms of innovation. And that is completely con 
trary to the history of this country.

If you go back 200 or 300 years, you will find when we pulled out 
of an economic slump, we have generally done it as a consequence of 
having come back on the leading edge of technology, in developing a 
whole new area of exports that nobody else in the world had, nobody 
else in the world was. capable of developing, like specialty steels, air 
craft, railroads, .mass production techniques, electronics, computers, 
and so forth.

In the last 10 years we have allowed ourselves to slip back and there 
still seems to be no coherent Government policy on how we get back 
onto that leading edge.

And the area of general tax policy'is an important part of that. 
"When you have limited resources which you can use for risk, that 
will tend to engender bureaucratic responses to challenge.

And I think American corporations are seeing that now. Imagina 
tive leadership within a corporation can turn it around, as in the ex 
ample you have given. But the pressures are still there, I believe, that 
cause that bureaucracy to develop, that conservatism to develop, that 
is hurting not only industry, corporate entities, but also the Govern 
ment itself.

Mr. WEIL. It ties into the wThole capital formation process. If you 
are looking for an argument, Senator, it is pretty hard to get one from 
this table.

Senator SCHMITT. I hope you will carry back and keep this, as I 
know you will, in the back of your mind. A related area, of course, 
are costs. We are bearing costs in this country because I think of a very 
good and wise moral commitment to environmental preservation. And 
we have not yet fully utilized the technology base we have in order to 
find an economic balance between growth and environmental preserva 
tion.

I hope that that will start to materialize, although again I don't 
see that within the budgets related to it.

A manor area where I see no progress whatsoever is in accelerating 
the usefulness of our agricultural surpluses within the balance of pay 
ments. It is obviously there already by a large degree, but it could be 
so much more.

And we'are still, I think, in the position where we look at agricul 
tural surpluses as an instrument of foreia^i policy, rather than an in 
strument of export'policy. And we wouldn't have our farming com- 
munitv up in arms today, literally would not have them up in arms, if 
we had been using agricultural surpluses as exports, rather than as an 
instrument of foreign policy.
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And the State Department, I think, is primarily to blame there. I 
'don't blame Commerce or Agriculture necessarily. It has just been tra-
•ditional that food and fiber surpluses are for use in foreign policy, not 
to balance our balance of payments.

Would you agree with that?
Mr. WEIL. Well, there was an interesting colloquy on that with 

'Secretary Hathaway of the Department of Agriculture. It really re 
lates to the financing mechanism. I think the constraint on our export 
ing of agricultural products is more related to the ability to finance the 
purchase of that surplus than our ability to sell it. It is a subject I am 
not an expert on, but there seem to be problems in the way in which we 
extend loans to allow other countries to buy our agricultural products.

Senator SCHMITT. I would say that is true of some countries, but not 
with others. The Soviet Union was perfectly capable of paying the 
market price for wheat, one way or the other. We also seem to be reluc 
tant in my mind to accept barter of raw materials for food and fiber. 
I think there are a lot of areas of policy that we have yet to address on 
how to accelerate the availability of our surpluses at a fair market 
price to people in the world who are starving and unclothed.

At any rate, I hope Commerce will enter that debate with vigor, and 
will try to at least balance the scales. I am not saying that in certain
•considerations, particularly where we are dealing with a potential ad 
versary, like the Soviet Union or the People's Republic of China, that 
'food and fiber aren't an instrument of foreign policy, they definitely 
: are. I think we haven't been using them in the right way, but they are.

But in many, many areas it is primarily an export item, and we have 
.yet to realize a fair market price for much of what we are exporting, 
and we still sit here with surpluses year after year.

At any rate. I do hope that debate will continue, I am sure it will, in 
'this subcommittee and also in other committees.

Finally, the President's energy program, you say on page 2 of the 
text I have, "The President's energy program in this regard is a trade 
balance improvement program."

Do you honestly believe that the bills in the conference committee 
and before the Congress at this time will assist in balancing the trade 
between this country and particularly the Middle Eastern oil produc 
ing nations?

Mr. WEIL. Well, I said that the energy program is essential; but I 
also said that one cannot assume it is going to solve the whole trade 
problem.

The program that is up now is certainly a strong move in the right 
direction. It will tend to reduce our dependence on foreign sources for
•enersry and to increase, hopefully over time, the willingness and ability
•of our domestic energy producers to increase the domestic supplies.

That is bound to have a positive effect in the longer term on our 
balance of trade.

Senator SCHMITT. I couldn't agree with you more. If domestic pro 
duction increases, it will help our balance of payments. But I am ask 
ing you do you see anything in the bills before Congress that are seri 
ous] v ffoing to increase domestic production in any accelerated way?

Mr. WEIL. To answer that in short form; yes. Now whether they do 
it as much as some people would like is another question.
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Senator SCHMITT. Well, I 1 think we have a basic disagreement on that issue. ' ' •"' '"" -
Mr. Chairman, I won't pursue it at this point, but I think it is clear 

that the incentives for domestic production, which would break the 
back of the OPEC cartel, I think.within 5 years,- just by the threat if 
nothing else, are just nonexistent within" the energy program being 
advocated by the President and supported by the House of 
Representatives. . ' '

Thank you, Mr. Chairman.
Senator STEVEXSOX. Thank you. Mr. Well, you said that U.S.'ex 

ports to the Middle East grew 12 percent in the first three quarters of 
1977. Exports to other industrial nations grew by much more. Why 
aren't we doing better? '

Mr. WEIL. There are several i-easons. I think we are being outsold 
on a nonprice basis by a lot of bur major trading competitors, for many 
of the reasons we have touched on earlier.

The Germans, Japanese, French, and English have needed to rely 
much more on their export industries, and they have been very vigor 
ous competitors in the Middle East. There may also be some other 
factors that have had a bearing on it.

There is uncertaintv on how to deal in the Middle East, at least in 
certain parts of the Middle East. The Export Administration Act has 
had a dampening effect on trade there; but I would not want to say it 
was material, or measurable.

Senator STEVEXSOX. It is what ?
Mr. WEII,. I don't think it has ever been measurable.
Senator STEVEXSOX. It will be measurable in some countries. How 

about Iraq ? " '
Mr. WETL. In certain countries it is not'a problem at all: and I don't 

think it will be a problem. Where we have ]ost ground—I don't want to 
speak specifically to that, because I am not familiar with the detail—I 
would attribute it to the fact that we are not as competitive in Third 
World countries. I don't want to cast aspersions on the business com 
munity, but we have not been as competitive on a nonprice basis, on a 
nonboycott related basis——

Senator STEVEXSOX. Because we are not selling, and that is partly 
because, we are intimidated by regulations, all of the mysteries and 
risks of selling abroad, exporting?

Mi-. WETL. That is correct. There are some firms that have made a 
specialty of it. like Bechtel. for example.

Senator STEVEXSOX. You said there are probably as many companies* 
that don't export as do. 20,000. as I recall.

Mr. WETT.. That is correct. But the big numbers. Senator, are coin- 
in."' from a handful of countries, particularly in that part of the world;

Senator STEVENSON. So vou don't attribute our relatively poor per 
formance to the Export Administration Act?

Mr. WETT. No.
Senator STKVEXSOX. But nrimarily to lack of effort?
Mr. WF.TI,. I wouldn't call it lack of effort. I would say that our com 

petitors, for example GeiTnany, are entirely committed to foreign 
sources of oil; we are not. They have balanced their trade with the
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Middle East, and we have not. They have done it by being exception 
ally aggressive salesmen. '-•..••••'

Senator STEVENSON. Well, that brings me to I guess what will hav0 
to be my last question. ; ;

We have all seen this phenomenon everywhere in the world. Jt is 
not just the Middle East. And I think you are probably right, it is- 
largely because other countries have had to, they haven't had a choice, 
they are dependent on export markets. We have been in a luxurious 
position historically of not having to do that. However, there are also 
institutional distinctions to be made between those countries and the 
United States. Some of them in the antitrust laws. The Japanese, as 
you well know, have great trading companies, which are unimpeded 
by antitrust laws, and they can overcome the rigmarole, the mysteries, 
and assume the risks that are both political and financial, the exchange 
rate fluctuations, and do the marketing, buying internally, and selling 
externally. -

I don't know about the other countries. I think we are all familiar 
with -the Japanese trading companies. Do you know, do other coun 
tries have similar institutional means of getting their products abroad ?

Mr. WEIL. The great Japanese trading companies don't have any 
similar concept in the rest of the world that I am aware of. Yet there 
are consortia of other companies within certain countries and between 
them in the Common Market, for example, which have been very effec 
tive competitors, with even our largest companies and our largest com 
panies are, I believe, more constrained in their ability to combine their 
efforts with other large companies in this country.

Senator STEVENSON. Well, isn't that something we should be taking 
a hard look at?

Mr. WEIL. Yes. In fact, to my satisfaction, Attorney General Bell of 
the Justice Department made reference to this in his speech in Decem 
ber in New York. I believe the Justice Department has underway a re 
view of this issue, in effect of the antitrust laws. We hope to partici 
pate in that evaluation. These are very amorphous issues, they are very 
hard to pin down. There is a lot of mythology on both sides. I think we 
all ought to be careful we don't fall into a trap. Businessmen often use 
problems like this as an excuse for their own shortcomings. But I 
would say as a matter of judgment that in this case, where there is 
smoke, /there is fire.

I think it is an issue we should look at.
Senator STEVENSON. Well, I would then express the hope to you. and 

will independently to the Justice Department, that if there is a con 
clusion that something needs to be done, and that something includes 
congressional action, amendment to the antitrust laws or some other 
action, that the one body of the Government that can make such 
changes be informed.

Perhaps we ought to be included in this process before it reaches a 
conclusion. : .

My own tentative feeling is something needs to be done to enable us 
to compete effectivelv in the market, and we need new institutions that 
can do it on behalf of the little businessmen, as well as the big business 
men who can frequently do it on their own now.

Well, we have run too long. Are there further questions? Senator 
Heinz?
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Senator HEINZ. The only other question I would just place on the 
record at this point, Mr. Chairman, and it is one that perhaps Mr. 
Weil or the Department could respond to at a later date, is the issue of 
whether we are making it more difficult to export our products than 
we are our technology, and what the implications of that may be. In 
view; of the, time that is involved, I don't seek to prolong the very help 
ful comment and discussion period we have had today.

Mr; WEIL. We will respond as you requested, and we can also cover 
some of that on March 9.

Senator STEVENSON. Yes; we will be having another hearing at that 
time: Senator Schmitt?

Senator SCHMITT. No; thank you.
Senator STEVENSON. Thank you very much. It was helpful, and we 

appreciate it, and stay in touch.
The next witnesses will testify as a panel. Dr. Michael Aho, from 

George Washington University; F. John Mathis, vice president and 
international economist, Continental Illinois National Bank & Trust 
Co. of Chicago; and George J. Stathakis, vice president, and general 
manager, International Trading Services, General Electric Co.

Gentlemen, I will ask you to summarize your statements, if you can, 
and your prepared statements will be placed in the record.

May we start with you, Dr. Aho.

STATEMENT OF C. MICHAEL AHO, DEPARTMENT OF ECONOMICS, 
GEORGE WASHINGTON UNIVERSITY, WASHINGTON, D.C.

Dr. AHO. Mr. Chairman, I appreciate the opportunity to be here 
today. I believe that the committee is performing an important func 
tion in focusing on the competitiveness of U.S. exports.

In the past, U.S. exports have not received the attention that im 
ports have, even though export policy may be more important in the 
longer run.

[The statement read by Dr. Aho follows:]
STATEMENT BY O. MICHAEI, AHO, ASSISTANT PROFESSOR OF ECONOMICS, 

GEORGE WASHINGTON UNIVERSITY
When the U.S. balance of trade deteriorated in the latter 1960s and early 

1870s there was a good deal of discussion whether the U.:S. was undergoing a 
secular decline in its comparative advantage. The technological lead which the 
U.S. enjoyed after WW II had narrowed. What had begun as imitation overseas 
gave 'way to the development of new products and processes Some analysis 
claimed that the U.S. secular decline would continue.

In the wake of the dollar devaluations that debate has been forgotten and 
U.S. deficits are explained as being cyclical or as being the result of large oil 
imports. From an historical perspective, however, it appears that the deficits 
may reflect a structural change in the pattern of U.S. exports.

The paper that a colleague, Richard Carney, and I have submitted for the 
record investigates whether U.S. comparative advantage is continuing its secu 
lar decline. It contains an analysis of recent changes in the structure of exports 
on a disaggregated level for nine countries. AVe conducted a constant market 
share analysis of changes in the structure and competitiveness at a disaggre 
gated level, because only at that level can emerging changes in comparative ad 
vantage be identified. Since the U.S. has traditionally exported commodities
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high in research and development intensity, the effects of a structural deteriora* 
tion in those areas may not be realized nor could it be corrected in fewer than 
five to ten years.

Our empirical analysis reveals that price factors through changes in exchange 
rates and relative export prices cannot completely explain recent shifts in the 
pattern of trade. Structural, non-price factors must be advanced. This is con 
sistent with the hypothesis of a secular decline and implies that exchange rate 
changes may not correct the underlying causes of recent shifts in trade.

Since the exchange rate realignments, the secular decline in U.S. export per 
formance observed during the latter 1960s has tapered off when the U.S. is com 
pared with the OECD as a whole. Even though the U.S. decline has been slowed, 
it has not been reversed. The U.S. has not regained its 1970 share of exports In 
most categories and over the 1970-76 period had the third worst record among 
the major OECD countries, behind the United Kingdom and Canada. Japan 
continues to outperform the U.S. despite the 17.1% appreciation of the yen on a 
trade-weighted basis and the 21.4% appreciation vis a vis the dollar. Germany 
maintained its 1970 share in spite of the 32.3% appreciation of the mark on a 
trade-weighted basis. However, the increases in share Germany achieved be 
tween 1970-73 have eroded since then. The country which has consistently had 
the worst performance, the United Kingdom, continued to lose ground even 
though the pound fell in value and her export prices adjusted for the deprecia 
tion were increasing less quickly than those of her competitors.

That is a capjule summary of the recent changes in trade patterns. The tables 
provided in the paper contain a significant amount of data but they are com- 
bersome and can overwhelm the reader. Let me take the opportunity to sum 
marize some of the more important changes in the structure of exports in recent 
years and to point to the causes, as I see them.

One measure of the competitiveness of U.S. exports is to compare how well 
they fare relative to the exports of other countries in a given market overseas. 
Our analysis examined the exports of nine OECD countries to fourteen different 
partner regions.

Tables 1 and 2 compare the U.S. export performance of manufactured goods 
with that of Japan in the European Common Market, and with that of both 
Japan and Germany in the Middle East. The tables show, in millions of dollars, 
the deviations from constant share norms. The dollar figure represents the ex 
tent to which exports in a category exceeded ( + ) or fell short of ( —) the 
amount needed to maintain a constant market share.

Manufacturing exports are broken down to the one-digit level to show chemi 
cals, manufactured materials, machinery and transport equipment, and miscel 
laneous manufactures. The analysis covered three periods : 1965-70,1970-73, and 
1973-76. During each time period, the United States lost shares relative to Japan; 
The decline was most significant between 1970 and 1973 when the U.S. deviation 
was —$3.9 billion while Japan improved its share by $1 billion. For the whole 
period from 1970-76 the U.S. decline in share represented over $6 billion while 
the increase in Japan's share represented $2.2 billion. The decline in the U.S. 
share was smaller between 1973 and 1976, but the depreciation of the dollar did 
not enable the U.S. to recover its earlier share of total manufacturers exports. 
Over the whole period from 1970 to 1976 the largest losses for the -United States 
were in exports to the European Common Market.

Table 2 compares the manufacturing exports of the U.S., Japan and Germany 
to the Middle East, which was by far the fastest growing import region between 
1970 and 1976. OECD exports to the Middle East increased more than six-fold 
over the period. All three countries increased their shares of total manufacturing 
exports over the period but again the largest gains were made by Japan. Between 
1973 and 1976, the increase in Japan's share represented over $2 billion. Tie in 
creases were largest, in the manufactured materials (steel) and the machinery 
and transport categories. Meanwhile, the United States expanded its share by 
approximately $1 billion which was larger than Germany's increase of $253 
million. For the whole period from 1970 to 1976, U.S. exports registered their 
largest gains in the Middle East.
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TABLE 1.—UNITED STATES AND JAPANESE MANUFACTURING EXPORTS.TO THE COMMON MARKET: DEVIATIONS 
!.. FROM CONSTANT-SHARE-NORMS

[In millions of dollars]

Manufactured
Period and country

1965-70:

Japan „ . .
1970-73:

United States. . _.

•1973-76:
United States..............
Japan.. ... _

3970-76:

Chemicals

(5)

...—,. -304

.....--. 29

.-..„- -766

..-.-_.. -85

........ 273

...._.__ -75

.---- 1,020.

........ -219

Machinery Miscellaneous
materials and transport manufactured

(6)

43
77

-985
8

77
-13

1,324
-23

m

99
402

-1,850
end

554
704

-3, 320
2, 060-

(8)

-264
16

302
191

96
115

-361
404

. Total

- 564
524

3 303
1.C03

inp

731

6,025
2,224

Note: The dollar figure represents the extent to which exports in a category exceeded (+) or fell short (—) of the amount 
needed to maintain a constant share of the market over the period. A positive figure indicates that market share was 
increasing.

TABLE 2.—UNITED STATES, JAPANESE, AND GERMAN MANUFACTURING EXPORTS TO THE MIDDLE EAST: 
DEVIATIONS FROM CONSTANT-SHARE NORMS

[In millions of dollars]

Manufactured Machinery Miscellaneous Total 
Period and country Chemicals materials and transport manufactured deviations

-1965-70:
United States...............
Japan
Germany. ...

1970-73:
United States.... _ ........
Japan. ___ .. ____ ...
Germany. __ _ ____ ..

1973-76:
. . United States......... ......

Japan ____ ...........
Germany ___ ____ ..

1970-76:
United States...............
Japan ______ _ .....
Germany _________ ..

...... -6
6

...... 26

...... -29

...... 0

. . . -6

...... -33

...... 68

...... 7

...... -29

...... 68
-4

-11
32
29

-225
173
20

275
642

-51

148
1,096

3

-136
35
33

10
202

64

771
1,202

367

585
1,987

616

6
11
8

-42
16
14

46
65

-70

-27
116

-27

-136
84
96

-286
381

92

1,059
1,977

253

674
3,267

587

; Note: The dollar figure represents the extent to which exports in a category exceeded (+) or fell short (—) of the amounts 
needed to maintain a constant share of the market. A positive figure indicates that market share was increasing.

One reason often given for the lagging performance of U.S. exports is in 
creased protectionism overseas. Increased protectionism does not explain the 
superior performance of Japanese exports of manufactured goods to the Euro 
pean Common Market and the Middle East. In both of these markets, U.S. and 
Japanese exporters are on an equal footing, although the Arab boycott could 
hamper some U.S. exports to the Middle East.
• These tables also suggest that cyclical factors cannot explain the superior 
performance of Japan's exports. In the period from 1973 to'1976 Japan out 
performed the U.S. in manufacturing exports in 7 of the 12 partner countries 
our groups covered in our analysis.
' Changes in the commodity structure of trade reveal more important results. 
According to theory, the commodity composition Of a country's exports is 
determined by differences in factor endowments, defined broadly to include 
different skill categories of labor, and by international differences in technology.

Historically, both the United States' and the United Kingdom's exports have 
been characterized by their capital, skill and R&D intensity. However, both the 
United States and the United Kingdom allocate a smaller proportion of- their 
respective-GNP's to investment expenditure than Germany and'Japan, for exam 
ple. In the past ten to fifteen years they have also exhibited lower growth rates
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of real investment. It is important to note that recent discussions on the decline 
of the U.K. industrial structure have focused on the outdated capital stock. Simi 
lar comments are heard today in the U.S. with respect to the steel industry.

At the same time their real investment expenditures have been lagging, re 
search and development effort as a percentage of GNP has leveled off in the case 
of the United Kingdom and fallen in the case of the-United States. All other 
leading OBCD countries have increased the proportion of GNP.spent on R&D. 
Since a nation's comparative advantage does, not remain constant over time, 
these changes can be expected to affect trade patterns in the future.

In order to summarize .recent trends in the commodity distribution of trade 
in R&D intensive commodities, we have constructed an aggregate of the R&D 
intensive commodities which include chemicals (SITC 5), machinery and trans 
port equipment (SITO 7), scientific instruments (SITC 86), and miscellaneous 
manufactures (SITC 89). Combining the exports of these categories, we obtain 
a measure of technology-intensive exports. Although these categories are heter- 
ogenous, the level of research effort is higher in them than in other manufactur 
ing industries, such as paper and pulp, leather, footwear and the metallurgic 
industries.

Figures 1 and 2 summarize two measures of recent changes in the pattern of 
technology-intensive exports for the U.S., the U.K., Japan and Germany. Figure 
1 contains a plot of each country's share of total OECD exports of these com 
modities. The trends are striking. Between 1962 and 1970 the U.S. share de 
clined from 27.6% to 21.7% and stood at 20.5% in 1976. Although the U.S. 
decline has slowed since the devaluation of the dollar, the U.K. has not been as 
fortunate. Between 1962 and 1970 the U.K.'s share decreased from 15.2% to 
10%. The decline continued steadily after 1970 reaching a low of 8.3% in 1976.

INDIVIDURL COUNTRY SHORES
OF TOTfll OECD EXPORTS

OF HIGH TECHNOLOGY PRODUCTS
(SITC NUMBERS 5,7.86,89)

U.S.

GERMfiNY

JflPflN

U.K.

30

25

20

15

10

62 64 66 68 70 72 74

SOURCE:
OECD TRflOE SERIES C

76

FIGURE 1
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Meanwhile, the German share of technically sophisticated products has been* 
remarkably stable. Japan's share, on the other hand, has gained steadily since- 
1962. Even with the price and cost changes that have been wrought' by the ex- 
change rate realignments, Japan increased its share from 9.9% in 1970 to 13.2% 
in 1976.

An alternative measure of export performance is to examine net exports in-., 
the R&D intensive industries. Figure 2 contains a plot of the ratio of exports to. 
imports in the R&D intensive commodities for the same four countries.

RflTIO OF EXPORTS TO IMPORTS
OF HIGH TECHNOLOGY PRODUCTS

n _______(SCTC NUMBERS' 5 ,1 ,86 ,89)
U.S.

GERMflNY

JflPflN

U.K.

SOURCE:
OECO TRflDE SERIES C

FIGURE 4
The U.S. ratio of exports to imports declined precipitously during the 1960s, 

falling from 3.84 in 1962 to 1.58 in 1970. Since 1970 the ratio fell and then rose- 
again, suggesting that the U.S. is maintaining a net export surplus in R&D-- 
intensive commodities.

The depreciation of the dollar appears to have halted the deterioration in 
U.S. net exports of these commodities but it has not reversed the decline. The - 
devaluation of tlie dollar should cause U.S. exports to rise while imports should\ 
look less attractive. Since the ratio was virtually the same in 1976 as in 1970 
this implies that both exports and imports have continued to increase at the • 
same rate.

Japan aigain exhibits the most dramatic change, as Japan's exports of R&D 
intensive commodities in 1976 were 5 times as large, as her imports. In 1970-> 
they were'only 3' times'as large. This suggests that Japan has been-very success- - 
ful in expanding her exports of these commodities relative to her imports. 
Germany's ratio is largely unchanged, while the decline in the U.K.'s ratio is. 
consistent with the decline in her market share.

These changes in the pattern of technology-intensive exports cannot be ex 
plained on the basis of changes in relative prices. In many cases the price changes.:
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would have implied the opposite. Take the case of the United Kingdom and 
Germany. A unit of exports from both countries costing $1 in 1970 could have 
been purchased in 1976 from the United Kingdom for $1.80 and for $1.94 from 
Germany. (These dollar figures account for the exchange rate changes and 
changes in export unit values.) As Figure 1 demonstrates this change in relative 
prices has not increased the U.K. share relative to "that of Germany.

A unit of exports from Japan in 1976 would have cost $1.78. Although it' is 
slightly less than the adjusted price for the U.K., it cannot account for the 
dramatic changes in shares since 1970. Factors other than price changes must 
have been involved.

The pattern is less pronounced for the U.S. but similar nonetheless. U.S. ex 
ports costing $1.00 in 1970 sold for $1.82 in 1976. During that period of time the 
U.S. share of technology-intensive commodities declined by 1.2% while the 
Japanese share increased by 3.3%. These results also hold for many of the more 
important subcategories of manufactures.

This analysis suggests that structural factors are, in part', responsible for the 
lagging U.S. export performance. Price and cyclical factors cannot explain 
recent changes in the pattern of U.S. exports. Our statistical analysis revealed 
that productivity factors were important in explaining changes in the pattern of 
exports, but we could not identify with certainty the factors contributing to 
differences in productivity increases. Differences in research and development 
effort, differences in real capital formation and the foreign investment activity 
of multinational corporations are all possibilities. Multinational corporations 
are a possibility because those firms which do the bulk of the U.S. direct invest 
ment abroad come from the R&D intensive industries.

If our results are correct, we can expect the U.S. export position to continue 
to deteriorate in the future. The causes of the secular decline are still present. 
R&D expenditures by U.S. firms have declined. U.S. productivity increases and 
the rate of growth of investment are below those overseas. The depreciation of 
the dollar has not significantly altered the volume or patern of U.S. foreign 
direct investment.

The smaller investment growth and declining R&D expenditures are important 
over the longer run because comparative advantage does not remain constant. 
Over time larger capital expenditures overseas in newer facilities will enhance 
the competitiveness of foreign firms. Increased R&D will enable them to develop 
newer products and processes with which U.S. firms will have to compete. 
Although depreciation of the dollar will make U.S. products look more attractive 
in world markets, not doing enough to lower costs and develop newer, higher 
quality products will sustain the decline and necessitate further depreciations. 
If the U.S. export performance is the result of a smaller volume of investment 
in capital and R&D, and these trends continue, the full effects will not be felt 
for a number of years.

There are lessons to be learned from the British experience. The decline of 
the United Kingdom as a manufacturing exporter is proof that exchange rate 
changes alone may not be sufficient to prevent such a decline. The U.S. must act 
now.

Policies need to be designed to enhance the compeltiveness of U.S. exports but 
export subsides are not the answer. American taxpayers do not want to subsidize 
corporations so that they can sell products overseas at lower prices or enjoy 
larger profits. Instead those subsidies should be directed toward increasing the 
productivity of American workers and enhancing the competitiveness of domestic 
industry. Increased productivity will enable U.S. industry to compete more effec 
tively with foreign firms in the U.S. market and in foreign markets. Rather than 
only a relatively few corporations benefitting, as under the DISC export promo 
tion program, the entire economy would benefit from subsidies for research and 
development hy domestic industries. Through research U.S. firms can develop 
not only new and better products for domestic sale and export, but new processes 
as w.ell. Process development may be even more important than product develop 
ment in that the cost reductions realized by the innovating industry soon spill 
over to related industries and enhance the competitiveness and productivity of 
U.S. manufacturing as a whole.

In conclusion, I would like to add that the United States must start to pay 
more attention to the longer-term factors which affect comparative advantage 
as well as the vitality and resiliency of the economy. Unlike other countries, re 
sponsibility for international trade policy in the U.S. government is decentral-

25-472—78———7
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ized. U.S. trade policy has almost always focused upon short-terin problems with 
high visibility. Under 'these circumstances, longer-term assessments of the na 
tion's comparative advantage are overlooked. The United States should begin 
to focus on these longer-term factors, particularly in the area of research and 
development.

TABLE 4—DEVIATIONS FROM CONSTANT SHARE NORMS AT THE ONE-DIGIT SITC LEVEL 1965-75, 1965-77, AND
1970-75

[In millions of dollars]

1-digit SITC cat 
egories and period

Food (0):
, 1965-70.. ...........

1970-73.. — ..- ——
1973-76..... ..._..
1970-76.............

Beverages and tobacco (1):
1965-70..----..--...
1970-73.. ....... ....
1973-76.............

. 1970-76... — .......
Materials (e«ept fuels) (2):

• 1965-70.---.. — ...
- 1970-73.--... --....

1973-76-.........--.
1970-76.... ... .

Fuels (3):1965-70.... ......
1970-73--....-..-...
1973-76.... ... .
1970-76.............

Fats and oils (4):
1965-70. ........... .
1970-73....... ......
1973-76.. ...........
1970-76..

Chemicals (5):
1965-70. ............
1970-73...
1973-76. ............
1970-76.. —— ———

Materials manufactured (6):
' 1955-70...——————

1970-73———..———
1973-76.... ..........
1970-76—.... ......

Machinery and transport (7) 
1965-70——. ......

• 1970-73... ........ ...
1973-76.... — .^.——

1 1970-76...... .......
Miscellaneous manufactured

articles (8):
1965-70— ... ——— .
1970-73——————.
1973-76.. — . — — ..

- 1970-76.—— ........
Not classified (9):

1965-70.—— ———..
1970-73.——— ......
1973-76.————..—
1970-76...... ........

Total exports:
1965-70 .......
1970-73———..
1973-76 .....
1970-76———..

United
States

-1,690
3,301

-2,258
2,617
-93

-222
164-132

-53
1,078

-1,418
155

-106
-1,232

404
-2, 395

-179
-151

6-205
-613

-1,165
158

-1,803
-514

-1,431
440

-1,682
'-2, 257
-4, 193

1,019
-5, 979

-586
-650

491-494
-6

-246
490-914

-7, 123
-4, 933
-1,723
-9,601

Ger 
many

396
561-27
801

11
66

104
192

-23
311-100
354

-297
-123
-976

-1,255
25

101
42

184
254
546

-1,088-169

657
2,048

-1,390
1,646
-729
3,020

-4,791
250

77
442-360
310
131
62

177
283

1,246
7,087

-6,997
4,319

Japan

129-433
-411

-1,050
-1
-9
45
33

-37
159-119
114
-6

5-93
-80
-15
-7
-1

-11

223-92
-4

-158

616-366
2,687
2,144
2, 519
4,074
5,179

11,977

268-703
90-975

79
169

6
299

3,757
2,673
7,280

11,526

United
King 
dom

-57
70
-8
96
20-224

-21
-320
-27

18-175
-149
-185

4
186
194
-5

4-3
8

-386
-290

108-380

-1,029-111
-1, 582
-1,747

. -3, 257

. -2, 497
-1,790
-5, 957

-218
-294
-42

-488
-124

25-338
-295

-5, 091
-3, 461
-2, 499
-9, 025

France

239
832

-920
307

47
421

-356
207

-208
338

-290
204
209

72
-116

48
16
50

7
77

-103
323

-514
29

-390
302
239
208
552
918

1,372
2,903

-174
614

-537
394

-36
-49
-25

-110

-772
4,066

-2, 379
4,113

Italy

-232
-446

89-571

44
120

19
180

-95
-1

-39
-40

• -35
44

-806
-706

9
11
4

20
-211

13
20
43

-219
421
822

1,447
489

-1,013-383
-2, 073

401
-388

708
120
102

2
84
88

-25
-1,056
-1,056

-878

Belgium-
Luxem 

bourg

288
179-83
181
-8
42
14
70

-151
27-184

-144
-61

71
125
287

14
18
26
51

247
533

91
989

6
461

-2, 489
-1,805

-117
359
43

642

-11
216-327
-1

24
80

361
499

-1,412
1,780

-3, 006-164

Nether 
lands

-346
' -209

430
122

'i<j
56
34

108
-31
209-135
170
255
818-589

1,270
45
31

0
43

310
670
195

1,324
-38
553-142
678

-413
313-55
468

78
213-43
280

-18
-20
-19
-54

-5
3,075

874
5,785

Can 
ada

-562
-312
-264
-724

la-129
-72

-244

44
-3

-541
-546

260
642

-298
1,159

3-12
12• -5

29-270
170-285

-88
-1,746

-313
-2,901

2,988
-1,739
-1,171
-4, 072

91
-41
-16
-78

37
-64

30
-81

1,734
-4, 045
-1,933
-8,392

Note: Derivation as described in the text.
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TABLES.—DEVIATIONS FROM'CONSTANT-SHARE NORMS FOR MANUFACTURING £XPORTS,BY TRADING PARTNERS:

1970-73, 1973-76 AND 1970-76
[In millions of dollars]

Partner and period

;United States: 
1970-73.._..__,__.__.
1973-76...,
1970-76...... . ...

•Canada: 
1970-73....__..__.___
1973-76....
1970-76...... .. ...

Japan: 
1970-73....... ......
1973-76....
1970-76...... ......

.Australia, New Zealand, 
South Africa: 

1970-73....... ......
1973-76.....
1970-76.... __ ......

IEEC-9: 
1970-73...... .......
1973-76....
1970-76...... ......

(Other developed Europe: 
• 1970-73...... ......

1973-76....
1970-76..... . ....

'Developing Europe: 
1970-73.... ......
1973-76...... ......
1970-76....

tastern Europe: 
1970-73....
1973-76...... .......
1970-76 . ...

Africa: 
1970-73..............
1973-76.. .
1970-76..... ......

Caribbean: 
1970-73..... ........
1973 76....
1970-76..... ......

.-South America: 
1970-73..... .......
1973-76.. .
1970-76..... ......

;Middle East: 
1970-73.... ._._,._...
1973-76...... ......
1970-76. ...

'Central Asia and Far East: 
- 1970-73... ... ._..:...

1973-76.... ...... ....
1970-76... -,__._.--

Other: 
1970-73...........—
1973-76-.-..—.--—
1970-76....,—.——

United 
States I

46
582
649
1S7
88—97

-36
340
261

-3, 902
-108

-6, 025
-550

188-625
-462

169-498

36
310
379

-237
171-268

A"3

19-65
_ CEQ

704
__ OOQ

-117
1,058

677
' -287

164-234

128
-1, 580
-1,355

Germany

475
-2, 356
-1, 663

29-103
-59

121 .
-152 .

19 .

237-333
41

1,943
-1, 733

1,141
304

-399
61

129
24

212
1,154

-1,236
864
122-41
183
76-260

-127

126-496
-274

92
255
587

54-203
-142

-5
789
788

Japan

-7
2,945
2,996

11
55
74

560
311

1,189
1,006

732
2,224

204
330'635

__ Q

333
318

-40
1,202
1,144

428-176
636
450
229

1,055
479

18
796
391

1,977
3,267

931-10
1,418
-210
-100
-805

United 
Kingdom

296-614
-219
-149
-387
-609
-31
-66

-105

-361
-720

-1, 293
-670
1,050

53
-192
-302
-623
-293
-125
-547
-386
-411

-1, 102
-422

230-555
-173
-108
-416
-119
-113
-317
-248
1 110

-2, 171
-298

• -649
-1, 122

175
-1,904

-866

France

132
177
364
37-42
14
89-32
68

-20
106
70

1,180-835
948
181-143
133
209-122
179

-55
111

3
5

407
403

-109
23-182

139-137
120

-392
-1, 468
-2, 624

70
A3Q
548
21

— ̂ R7
-181

1 
Italy

-209
-120
-386

1
11
12
51

1
cq

15-91
-69

-612
988

37
-71
167

60
40
80

140
-480
-289

-1,244
-68

14
-114
-123
-45

-263

-37
51-7

125
-244

117
-128
-93

-299

8-93
-34

Belgium- 
Luxem 

bourg

168-555
-323

23-34
0

32-65
V)

47-21
46

549
-541

138

16
41
72
35-68

-16

114-152
41

-26
-130

5-28
26
47-112
35
51

570
-464 .

19
1 10

90
4

11
3

Nether 
lands

84
-163
-24
-26
-37
-76

4
-18
-15

-4
-60
-68

850
-940

375
198

-177
118
78

-128
-13

62
-132
-23

27
79

125
-26
-72

-123

57
-193

98
37

167
65
12

mo
94

1
2,482
2.485

Canada

-1,325
928

-1,003

-76
-11
-91

-152
50

-175
-941
-305

-1,676
-34
-13
-62
-39
-13
-71
-12
-1

-24

6
43
53

-68
22

-94
-191

222-96

35
59

185
-94

27-177

0
3-1
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TABLE 6.—CONSTANT-MARKET-SHARE ANALYSIS OF TOTAL EXPORTS OF SELECTED OECO COUNTRIES: 1965-70
1970-73, 1973-76 AND 197&-76

[Percentage]

Country and period

Change in exports due to:

Increase in Commodity Market pis- 
World Composi- tribu- 

Trade tion tion

Increased 
Competi 
tiveness 

(Residuals)

United States:
1965-70...........
1970-73...........
1973-76... ... ...
1970-76..........

Germany:
1965-70...........
1970-73...........
1973-76...........
1970-76...........

Japan:
1965-70...........
1970-73...........
1973-76...........
1970-76..........

United Kinedom:
1965-70...........
1970-73...........
1973-76...........
1970-76...........

France:
1965-70...........
1970-73...........
1973-76 . .......
1970-76...........

Italy:
1965-70..........
1970-73....:......
1973-76-.........
1970-76-— —.... 

Belgium-Luxembourg:
1965-70—........
1970-73..........
1973-76..........
1970-76...........

Netherlands:
1965-70...........
1970-73...........
1973-76 .. .... .

• 1970-76...........
Canada:

1965-70—........
1970-73...........
1973-76...........
1970-76...........

145.7
177.8
104.3
114.2
92.4
78.7

121.0
93.5

65.4
84.7
75.1
75.3

184.3
130.7
123.8
134.7
109.9
76.9

112.7
88.7

100.3
111.7
94.3

103.8

102.7
83.3

129.2
100.8
100.1 .
74.5
94.2
78.7

80.1
146.9
114.8
138.6

-6.6
-.'6 
1.8
4.5
.2

4.3
2.6
.1-.7

-.4
-1.6

2.9
-1.5 

1.1 
0

-6.5 
1.4-4.1

-.4
-1.2

2.0
2.1 
2.6
1.9-1.9

-5.7
-4.4

-10.4 
3.6 
7.9 
5.1

-12.4
-4.3 

4.0
-2.8

-6.0
-7.6 

2.2-5.4

3.2 
4.8-4.0
I.9

-1.4
-7.2 

.2
-4.5

-19.2
-5.4 
13.8 
2.8

-3.0 
4.6

II.2 
11.0
2.2 
7.3 
5.5 
7.2

-1.4 
6.0

-5.3 
2.5
6.6 
4.1

-2.6
I.8

II.2-6.1
-24.2
-19.5

-33.1
-10.1-5.9<
-10.6

-.1 
16.3

-21.3 
2.0

35.8 
23.2 25.0' 
30.8

-68.1
-23.8:
-38.6
-37.6.

-.5 
17.0'

-19.9-

-1.3
-21.0-
-1.9

-13.6
-3.2- 

12.6
-18.3 

1.2
3.7

17.7
.4

14.4
21.2

-36.5 
5.4

-16.3

Source: Export data taken from "OECD Trade Series C." Derivation as described in the text. The various effects are- 
normalized by the actual increase in the country's exports over the period.
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TABLE 7.-CONSTANT-MARKET-SHARE ANALYSIS OF MANUFACTURING (SITC 5, 6, 7, 8) EXPORTS OF SELECTED 
OECD COUNTRIES: 1965-70.1970-76,1970-73, AND 1973-76

[Percentage]

Change in exports due to:

Country and period
Increase in 
world trade

Commodity 
composition

Market dis 
tribution

Increased 
competi 
tiveness

(residual)

United States:
1965-70.......
1970-73....
1973-76......."
1970-76.........

•Germany:
1965r70..._
197IW3...... "
1973-76....
1970-76.......:;

Japan:
1965-70.......
1970-73....
1973-76......."
197^76... — — 

'United Kingdom:
1965-70-....
1970-73...... "
1973-76....
1970-76.........

f ranee:
1965-70.......
1970-73.........
1973-76......
1970-76.........

Italy:
1965-70.........
1970-73...... .
1973-76.........
1970-76.........

Belgium-Luxembourg:
1965-70..........
1970-73.....
1973-76.....—-
1970-76....——— 

Netherlands:
1965-70..........
1970-73 ......
1973-76..........
1970-76.......__.

Canada:
1965-70.....——
1970-73....... ..
1973-76..........
1970-76.......

127{. 1 
145.9 
88.8 

117.3
95.8
79.0

123.9
94.9

66.9
83.2
72.6
72.8

192.4
132.2
128.3
139.8

104.0
83.0

100.0
87.9

91.0
112.4
92.5

103.0
105.0
84.5

144.8
107.6
103.6
74.7

100.8
81.9
55.0

203.2
118.6
170.0

5.7 
2.5 
4.2 
4.5
2.4
.6

2.3
1.6

-2.0
-.7
-.4

-1.5

2.3 
.2-.7 
.5

-2.1
-.2 

.5-.5

.6 

.4-2.1
-.6

-8.1
-2.6
-9.4
-6.6

-1.6 
0
-.3
-.1

-4.0
-1.7 

.7-1.1

-16.5
-8.5 

0
-5.5

5.3 
4.0

-4.8

-1.9
-7.7 

.4 
4.3

-16.3
-3.5 
17.8 
6.2

-2.1 
5.4 

11.7 
13.1
3.8 
6.9
7.7
7.8

9.5 
6.4

-8.6 
1.5

7.0 
5.7

-5.1 
1.6

15.2
-24.2
-32.9
-38.6

-16.4
-39.9 

7.0
-16.3
-3.5 
16.4

-21.4 
2.7

37.0
25.2
27.3
33.0

-78.5
-30.9
-45.4
-46.5

.3 
11.9

-12.2

4.7
-19.8 

2.0
-10.2
-6.5 
11.7

-26.8-2.6

-9.1 
19.5 
4.5 

16.6
33.9

-77.3 
13.7

-30.2

Source: Export data taken from OECD Trade Series C. Derivation as described in the text. The various effects are nor 
malized by the actual increase in the country's manufactured exports over the period.

TABLE 8.—COMPETITIVE RESIDUALS FROM CONSTANT-MARKET-SHARE ANALYSIS, MANUFACTURING AND TOTAL
EXPORTS

(In millions of dollars]

Period and category
United
States Germany

United 
japan Kingdom France

Belgium-
Luxem- Nether- 

Italy bourg lands Canada

1965-70:
Manufacturing exports... -1,977 -516 3,825 -4,051 19 255 -286 -284 2,083 
Total exports.-__.._ -5,163 -18 3,895 -4,107 -39 -81 -166 200 1,790

1970-73:
Manufacturing exports... -6,140 4,857 4,192 -2,871 1,485 -1,487 1,016 1,354 -2,892 
Total exports........... -2,805 5,431 4,050 -2,686 3,004 -1,897 1,345 2,137 -3,150

1973-76:
Manufacturing exports— 2,104 -6,245 7,847 -5,439 -1,903 236 -2,028 368 949 
Total exports...——— -2,387 -7,066 7,312 -5,690 -3,719 -265 -1,879 64 710

1970-76:
Manufacturing eports.... -7,440 1,575 14,948 -9,890 -139 -1,991 -426 2,506 -3,223 
Total exports.---—. -7,190 1,320 14,374 -9,769 0 -3,155 252 3,916 -3,539
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APPENDIX TABLE 2.—DEVIATIONS FROM'CONSTANT-SHARE NORMS FOR TOTAL EXPORTS, BY TRADING 
PARTNERS: 1970-73, 1973-76, AND 1970-76

[In millions of dollars]

Partner and period

United States: 
1970-73... — .......
1973-76..--- ...-.
1970-76...————.

Canada: 
1970-73.— .........
1973-76... .-._.... ..
1970-76...———...

Japan: 
1970-73 ....
1973-76....... ... ..
1970-76— ...........

Australia, New Zealand, 
South Africa: 

1970-73—...
1973-76...... ........
1970-76———

EEC-9: 
1970-73———
1973-76——— ........
1970-76.——

Other developed Europe: 
1970-73.——
1973-76—-——.. ..
1970-76- ....

Developing Europe: 
1970-73 ....
1973-76—.... _ ..
1970-76...... ........

Fastern Europe: 
1970-73— ..........
1973-76.......
1970-76— ——— ——

Africa: 
1970-73... — ---..
1973-76 ...
1970-76......

Caribbean: 
1970-73———..
1973-76 -.
1970-76. .....

South America: 
1970-73 ......
1973-76——— ————
1970-76 ....

Middle East: 
1970-73 ......
1973-76— ...........
1970-76 ....

Central Asia and Far East: 
1970-73 ....
1973-76———..

Other: 
1970-76....-- —— ....
1970-73 ....
1973-76,- — -- -
1970-76 ....

United 
• States

101
412
580

741
. -2,766
. -1,514

2
176
265

. -3,985
38

. -6,281
-680

165
. -829

. -352
281

-288

968
155

1,665
-207

145
252

46
-37
-7

-466
593

-277

-15
926
766

438
-690

-225
605

-1,784
-714

Germany

534
. -2,405
. -1,620

32
-103
-55

125
-145

' -2

243
-349

50

2, 351
-2,301

909

403
-314

254

102
28

138

1,105
-1,611

407

125
-18
291

83
-266

124

140
-480
-227

110
250
614

67
249

-167
10

898
926

Japan

105
2,746
2,970

29
34
8'

597
273

1,205

903
655

2,005

216
304

62
-17
317
293

-52
1,258
1,181

438
-180

649

460
226

1,064

483
22

813

400
1,991
3,313

904
.253

1,214
-415

81
-1,045

United 
Kingdom

236
-562
-240

-149
-376

1 -599

3
. . -146
. -133

-373
-670

-1,259

508
1,660

912
-204
-313
-654

-274
-141
-514

-411
-443

-1,174
-429

259
-526

' -182
-112
-431

136
-81

-307

255
-1,151
-2,015

-338
-593

-1,114
335

-3, 020
-1,712

France

206
163
443

49
-46

29

130
-106

58

-18
104
69

2, 103.
-1,883

1,168

366
-223

333

192
-112

176

9•2
_ 5

91
310
441

106
21

179

130
131
117

264
1,863

-2, 780

108
450

600
9

403
-20

Italy

-212
-284
-563

7
11
20

49
-5
53

28
-106
-45

-768
681

-574

-100
97T -50

13
103
131

—601
-400

-1,445

82
19

141
1OO

-31
257

-16
16-1

65
257

1

156
an

9M

5i p
49

Belgium- 
Luxem 

bourg

191
-573
-302

24
-34

2

33
-52
-17

43
-27

32

779
-378

869

19
12

' 55

47
-93
-12

128
-189

37

41
-40

123

12
-42

3fl

59
115

-21
01

510
348

25
110

63
6

51
47

Nether 
lands

47
-212
-159

-20
-39
-68

-18
-28
-71

-3
-71
-80

1,695
-641

245

185
-188
' 88

122
-249
-31

45
-255
-169

98
146

-50
-87

-170

46
-ISO
-111

52
-263

142
-13

-130

-147
25

2 319
2,377

Canada

-1,208
971

-874

520
-727

506

-173
74

-181

-1,521
-35

-2, 244
-113
-85

-242

-68
4

-96

-79
137

9

7
36
48

-120
121

-61

-236
353

-17

-81
43

-76

-76
-175

-302
-2
-6
-6

Senator STEVENSON. Thank you, Dr. Aho, for a very impressive 
statement. I would like to give it wider circulation. I might send it to 
Mr. Well.

Senator SCHMITT. Mr. Chairman, I would say that is a very impres 
sive statement.

Senator STEVENSON. We are both on the subcommittee I referred to 
earlier; as a matter of fact, the chairman and the ranking member of 
the Subcommittee on Science and Technology and Space, which is 
taking a hard look at industrial E. & D., the level of investment in the
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United States in research and development of the technology. This 
TtVill be useful to that subcommittee as well. 
,, .Mr. Mathis.

STATEMENT OF F. JOHN MATHIS, VICE PRESIDENT, CONTINENTAL 
ILLINOIS NATIONAL BANK, CHICAGO

• Mr. MATHIS. I want to thank you for giving me the opportunity to
•.address you today.

What I would like to do is very briefly summarize my presentation 
;ancl emphasize several key points, as well as introducing an additional 
proposal that could contribute to improving the U.S. balance of pay- 
inents.

I would like to emphasize my paper is taking a broader perspective
•pf a dynamic problem. From this standpoint, the U.S. share of world
•output is shrinking and probably will continue to shrink. The U.S.
•sliare of world trade is also shrinking as measured from an export-
'import standpoint of goods in particular, and that probably also will
'Continue.

Partly this is due to a more rapid growth in many of the other 
countries of the world, particularly the developing countries, and this

"is probably going to continue as they go through their industrializa 
tion period. They depend heavily on exports to grow, again, because

•of the underdeveloped nature of their domestic economies. They do
not have a high-income middle class that can provide them with a
large domestic market in which to sell their goods, and therefore, to
produce efficiently, they must export.

The trade imbalance in the United States is partly due to foreign
•economies being at a different phase of the business cycle than the U.S.
• economy, and therefore it is very important for the United States to 
determine if it is more concerned with a short-term or a long-term 
perspective as to U.S. export growth.

Export growth will recover naturally as economic activity becomes
•stronger in foreign countries. The reason the United States has such 
:-a large deficit is because the United States has performed better in the 
recovery period since 1973, than other economies.

With foreign demand weak, price changes such as occur through 
devaluation may not be effective in stimulating export growth. From 
a longer term perspective, price changes can have a significant impact, 
but the impact varies significantly among commodities.

For example, since 1960, the United States has experienced a grow 
ing trade deficit in steel, textiles, clothing, footwear, consumer elec 
tronics, and to some extent motor vehicles. For these products, a slow 
down in U.S. inflation and wage increases, expanding labor produc 
tivity and depreciation of the dollar, would have the greatest impact 
in terms of expanding exports.

Factors such as increasing the minimum wage rate, or compara 
tively larger Government tax burdens or more restrictive pollution 
regulations, tend to raise costs and prices which hit hardest these in 
dustries and therefore cuts into U.S: export growth.

Also. U.S. firms have raised their prices in line with the devaluation 
of the dollar, and this to some extent has offset the improved competi- 
livcness that might have occurred.
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In contrast, since 1960, the United States has experienced an im 
proving trade surplus trend, for military goods, commercial aircraft 
and parts, computers and parts, and nonelectric machinery, as well as 
basic chemicals and compounds. Government tax incentives, particu 
larly as they encourage investment in export industries, would be bene 
ficial in expanding exports in this area. Price changes may not always 
be effective in expanding U.S. export earnings in these products. Cer 
tain high quality products, such as aircraft, computers, high technology 
machinery, can only be purchased from the United States, and there 
fore price changes do not have a significant impact in increasing export 
earnings, and in fact may actually decrease export earnings. An ex 
ample of this might be the export of the Boeing 747. There is ony one 
Boeing 747; it is only produced in one place.

Agricultural exports is another area in which the United States has 
a comparative advantage. Here also, price may not be a key factor in 
expanding exports, but rather the reduction of trade barriers against 
U.S. agricultural exports by Japan and Europe.

Emphasis in trade negotiations has been on reducing tariff barriers 
to manufactured goods, but increased attention and leverage should be 
used to convince countries such as Europe and Japan to lower the 
barriers against agricultural goods.

Expanding financial support for increasing agricultural exports to 
developing countries, Eastern Europe, U.S.S.E., and China would be 
a beneficial avenue for the support or expansion of agricultural 
exports.

In this repect, because of Government trade barter arrangements 
that many countries in Europe are using, the United States should in 
vestigate the establishment of similar barter arrangements. I realize 
there is a great deal of difficulty in this regard because of the nature 
of our economy. In setting up such barter arrangements, perhaps it 
would have to be done on an action basis, with U.S. private industry 
bidding for certain parts of a barter deal arranged by the Government. 
This would be an exchange of U.S. food for foreign materials.

Focusing on geographical trade, there are several major market 
trends.

Briefly, the most promising area of growth for U.S. exports is the 
developing economies. Since most world trade is between major indus 
trial countries, as developing economies become more industrialized, 
the goods they need are exactly the type of products the United States 
produces.

From that standpoint, any financial assistance that the United 
States can provide developing countries, to enhance their develop 
ment process, whether the assistance be provided through Eximbank 
or through the World Bank or IMF, result in a significant expansion 
of U.S. exports to this area.

The United States is faced with a problem of prioritizing alternative 
methods of increasing exports. There are some categories that have 
grown very rapidly, military goods, but our priorities do not allow 
us to support military exports very strongly.

Another alernative would be ito increase the financial aspects of 
encouraging exports, and perhaps this would have the second largest 
dollar impact.
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A third, alternative involves a broader perspective of U.S. exports. 
It is in this respect that the United States does have a very strong and 
growing technological advantage.

I mentioned that we need a broad perspective earlier. I don't think 
we should only focus on U.S. exports of goods, which we have done 
so far, but also on services and capital.

From that standpoint, historical data show that the United States 
has experienced a very rapid growth in export earnings from services 
as well as capital, faster than the average growth of export of goods.

As a mature economy, one that has gone through its industrialization 
process, we do have an advantage in having capital as one of our 
strongest resources, as well as having one of the most efficient and 
largest money and capital markets in the world.

To some extent, Government regulation and restrictions have pushed 
part of this market outside of the United States, and we have lost the 
benefits as a result. We are well aware of the Eurocurrency market, the 
capital markets in Nassau, the Bahamas, Singapore, and Hong Kong. 
A proposal which was not mentioned in my written statement Avould 
be to return these private capital money markets to the United States, 
and also benefit from the associated services, interest income, and em 
ployment effects that would result. There would also be some benefit 
in terms of export promotion incentive, as the cost of financing exports 
from the private sector might be reduced somewhat.

The establishment of a financial free trade area, similar to the free 
zones that exist for exports of goods and services, at the major ports in 
the United States, in the West, the South, Midwest, and East, may pro 
vide some additional support to exports by reducing banks' trade fund 
ing costs, but more importantly, would generate jobs and interest 
income or at least interest savings in the U.S. balance of payments.

These financial free trade facilities would operate free of taxes, Fed 
eral or State taxes, which is no different from the way they exist now 
in Nassau or in London. They would be free of Federal Reserve re 
quirements, and again, this is no different from the way they exist right 
now. It would apply only to foreign deposits, and foreign loans, not 
domestic loans or deposits, and therefore it would not change the exist 
ing financial structure of domestic banking.

Potential sizable shifts of funds from the Eurodollar market or 
Nassau banks alone could have a very sizable impact immediately on 
capital account of the U.S. balance of payments.

Thank you.
[The complete statement of Mr. Mathis follows:]
STATEMENT BY F. JOHN MATHIS, VICE PRESIDENT, CONTINENTAL ILLINOIS 

NATIONAL BANK, CHICAGO
I am pleased to appear before this subcommittee to discuss U.S. export per 

formance and competitiveness. The issue of export performance should be ad 
dressed within the context of the overall balance-of-payments position as well as 
from a long-term perspective. Policy decisions based on movements in specific 
categories of the balance-of-payments over a short period of time may not yield 
the results desired. The U.S. has been in a phase of the business cycle which 
normally results in a deterioration in the U.S. trade balance as import growth 
increases with the pace of economic activity. The deterioration in the U.S. trade 
position during the past year has been aggravated by the weaker economic 
growth experienced by our major trading partners. Thus, from a longer term
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perspective improvements in the pace of economic activity in our major trading- 
partners will as a matter of course, result in increased purchases of U.S.. 
products and'a reduction in the U.S. trade deficit. Measures which restrict im 
ports into the U.S. in order to reduce the trade deficit run the risk of further 
delaying the normal revival in foreign demand for U.S. products. In this respect, 
the U.S. efforts to encourage countries with low rates of inflation and without 
balance-of-payments deficit problems to stimulate their economies is most 
appropriate.

Within a broader balanee-of-payments context the U.S. is an exporter not only 
of goods but also services and capital. More mature economies, which have passed 
through their industrial revolution, seem to experience a shift in competitive 
advantage from the export of specific products to the export of services and" 
capital account income. In the case of the United States between 1960 and 197G,, 
military sales rose three times faster than exports of goods and income receipts: 
on U.S. private assets abroad rose almost twice as fast. The dollar value of both 
of these items, however, represented only about one-sixth of the value of mer 
chandise exports in 1977. Export earnings from travel, passenger fares, fees and 
royalties from affiliated foreign companies, and other private services rose as 
fast as merchandise exports. All of these factors influence the current account 
balance.

In the capital account, revenues increased three times as fast as exports of 
goods and totalled almost $40 billion in 1977 or one third the-value of mer 
chandise exports. Under present policies it would take a substantial number of 
years for these items to equal in value merchandise exports. Since public reac 
tion to increased foreign investment in the U.S. is not very positive, it may be- 
difficult to adjust policies to promote a more rapid inflow. Nevertheless, the- 
larger these foreign investments are the more willing foreign countries may be 
to pursue policies to protect these investments.

Focusing specifically on merchandise exports the competitiveness of U.S. 
products is a function of price, demand, and ability or willingness to produce 
for sales abroad. Some exports are more sensitive to price changes than others- 
so that for these goods if prices could be lowered, revenues might grow depend 
ing on demand. Prices could be reduced by facilitating the financing of exports. 
This would mean maintaining the DISC and expanding the lending ability of 
the Export-Import Bank.

In this respect, a recent United States government survey showed that the- 
United States is spending less to promote exports than most of its competitors.. 
The report pointed out that in 1975 the United States spent a total of ,$23.7 mil 
lion on direct export promotion compared with $91.8 million spent by Britain 
and the average of $35.3 million spent by its major industrialized competitors. 
Of the six major U.S. competitors only Canada and Germany spent less than the 
United States. The German $10.8 million may not be strictly comparable since 
Germany relies to a significant extent on non-government promotion of exports. 
Kxport promotion expenditures for the United States were determined by adding 
the cost of all services at home and abroad provided by the United States De 
partment of Commerce consisting of overseas trade centers, trade missions and 
fairs, and Hie full ran.se of assistance provided by the Department throughout 
America. It did not include the salaries of selected State Department emploees 
who are involved in export promotion. Commerce Department officials in attempt- 
ins: to determine the effectiveness of these export activities estimated that in 
197fi about $1 billion of the total $115 billion of U.S. exports could be directly- 
attributed to these activities. This seems extremely small, examined from a 
different standpoint, promotional expenditures on $1 million of exports in 1975 
were $338 in the United States, $592 in Japan, $642 in Canada. $680 in France, 
$1.405 in Italy, and $2.516 in the United Kingdom. Again only Germany was 
lower than the United States, spending $136 on export promotion per $1 million of exports.

Prices also can be lowered through the depreciation of the dollar against other 
currencies. But, even with the depreciation of the dollar, the impact on increasing 
exports differs greatly among products depending on the sensitivity of demand 
to_price changes and the extent to which U.S. producers do not boost domestic 
prices to improve profit margins. However, in most cases since 1971 when the 
dollar was first devalued, there is some evidence that U.S. companies do tend 
to boost prices and at least partially offset the beneficial impact of the dollar's 
depreciation.



107

If we examine the "U.S. trade balance by commodities, certain U.S. exports 
have a greater comparative advantage than others. Focusing on the period 
since 1960, the United States has experienced an improving trade surplus trend 
for aircrafts and parts, computers and parts, other non-electric machinery, and 
basic chemicals and compounds. In contrast, the United Sttes has experienced a 
deteriorating trade deficit trend in steel products, textiles, clothing, footwear, 
consumer electronics, and motor vehicles and parts—although there has been 
some improvement in motor vehicles in recent years. For the commodities in 
which the U.S. has a comparative advantage or an improving trade surplus 
trend, price reductions through a devaluation of the dollar may only result in 
a reduction in export earnings if demand is relatively insensitive to price 
changes. For example, certain types of aircraft, computers, and non-electric 
machinery can only be purchased from the United States so that demand is less 
sensitive to price changes.

However, for exports in which the United States has experienced a growing 
trade deficit, such as steel textiles and consumer electronics, price changes can 
help to restore our competitiveness if domestic producers do not push up prices. 
A breakdown of the cost of production for these items generally shows that 
labor cost is particularly important. Therefore, the more the hourly wage rate 
the less competitive these industries become with nations abroad that have 
massive amounts of less expensive labor. In this respect, continual raising of the 
minimum wage rate adds to pressures on United States competitiveness. Simi 
larly, a larger U.S. government tax burden and more restrictive pollution regu 
lation contrast with less regulation or even government subsidizing these in 
dustries overseas.

Even the exports that tend to be produced by a more capital intensive process 
may not retain their comparative advantage because of the international trans 
fer of technology. The availability of advanced technology along with less expen 
sive other factors of production gives a foreign country an advantage over the 
United States. Furthermore, to achieve economies of scale and greater effi 
ciency as well as lower cost products for the domestic market, many developing 
countries must increase output beyond domestic needs which creates an export 
surplus. This development is particularly noticeable in the steel industry and 
is becoming increasingly evident in other industries. An additional point in this 
respect is the more aggressive marketing techniques that are often pursued by 
foerign producers. One need only to think of the successful marketing techniques 
of the Japanese and the Germans whose tactics are now being followed by many 
of the developing countries.

Another area in which the United States has a strong comparative advantage 
is agriculture. The U.S. share of world agricultural trade has increased from an 
average of 12.3% for the period 1951-1955 to 16.4% during the 1971-1975 period. 
During this same period, the United States share of total world trade declined 
from 18% to 12%. Today agricultural exports total $24 billion which is equiva 
lent to 20%' of total exports. U.S. agricultural exports, however, could be greatly 
increased which would have not only a significant beneficial impact on the U.S. 
trade position, but also would greatly improve the position of the farmer, and 
aid U.S. economic growth. There are two major barriers to increasing agricul 
tural exports: agriculture import restrictions imposed by developed countries 
and the adequate financial arrangements to support increased agricultural ex 
ports to the developing countries, Eastern European nations, the USSR, and 
China.

Increased emphasis in trade negotiations should be placed on reducing trade 
barriers against the U.S. agricultural exports. In past trade negotiations, bar 
riers to manufactured goods exports have received most consideration. The 
recent reduction in trade barriers against U.S. agricultural exports by Japan is 
encouraging, but may not be enough. Increasing the lending capabilities of the 
Export/Import Bank could have a significant impact on supporting U.S. agri 
cultural exports particularly to developing and centrally planned economies.

The major markets for U.S. exports are changing. Canada is the largest market 
purchasing about 20% of total U.S. exports nnd Japan is the second largest 
importing country but here the percent has fallen from over 11% in 1960 to 
around 9% at present. The European Economic Community and non-oil developing 
countries' share of total purchases also have been declining from near 30% in the 
1960s to 22% and 25%. respectively. OPEC and the USSR have substantially 
increased their share of total U.S. exports to 11% and 2%. respectively. The 
fastest growth areas for U.S. exports were the USSR, OPEC, and Eastern Europe.
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U.S. exports to Japan, non-oil developing countries, and Canada rose at the 
slowest rates. Similarly, the U.S. has traditionally run a trade surplus against the 
centrally planned economies, the non-oil developing countries, and the European 
Economic Community and run deficits with Japan and Canada as well as OPEC 
since 1972. In terms of dollar value of exports, the largest and most promising 
markets are the non-oil developing countries and OPEC, but export growth to 
the developing countries has been disappointing.

Since the issuance of U.S. foreign aid is tied to the purchase of U.S. products, 
increasing foreign aid would boost exports. Similarly, any additional financial 
assistance which stimulates economic growth in these countries would aid U.S. 
exports. Given that most world trade is between developed countries, the quicker 
the non-oil developing countries industralize the greater will be the expansion 
in world trade and U.S. exports.

In trade with the USSR, special efforts should be made to establish longer-term 
grain export contracts. This would enable the USSR to pursue their livestock 
development program and at the same time benefit the U.S. farmer.

In trade with OPEC, several countries have successfully arranged barter deals 
supplying goods in return for oil. The U.S. government could be somewhat useful 
in making similar barter deals involving U.S. goods because of the monopoly 
problems involved if U.S. companies joined together in such arrangements.

The fact that the world is becoming increasingly interdependent and that the 
U.S. share of world GNP and trade is shrinking has not yet been fully appreciated 
in U.S. foreign economic policy. The vast resources of the U.S. economy have 
enabled it to remain very independent until recently, and now, the U.S. is faced 
with growing competition from other countries for resources which are primarily 
located in developing nations. Therefore, it is to our economic advantage to 
improve our relationship with developing countries.

One major difficulty with which the United States may be confronted if it 
pursues a policy of strong export promotion stems from the fact that the United 
States currently has a very large non-oil trade surplus. In fact, the United States 
non-oil trade position moved from a $3.2 billion deficit in 1972 to around a $15 
billion surplus last year. This surplus was even larger but the sharp deterioration 
in the U.S. trade position with Japan last year caused a decline in the non-oil 
trade surplus from $25 billion in 1976. Given the limited import absorptive 
capacity of the OPEC countries, any substantial increase in U.S. exports would 
only increase our trade surplus position with most of the rest of the world or 
conversely sharply increase their trade deficits with the United States which may 
not be acceptable to them. In this respect, prospects for the greatest improvement 
again seems to lie with the less developed countries, in addition to Japan, since 
this is the only group of countries with which the United States has had a 
substantial current account deficit. Even within the developing countries, the U.S. 
deficit in recent years has been concentrated in the countries of Asia and Africa 
and these are areas of particular importance to U.S. agricultural exports.

In conclusion, my recommendation, in light of the current size of the United 
States trade deficit, is that the United States should not move too aggressively to 
initiate policies to correct the deficit since changing business conditions abroad 
will as a matter of course reduce the trade deficit. Second, the United States 
should make every effort to increase the pact of economic activity abroad. In this 
respect, increased financial support to the EXIM Bank, World Bank, and the IMF 
would be beneficial. Third, it is particularly important in trade negotiations that 
the U.S. focus on the opening of markets for goods in which the United States has a 
comparative advantage, sttecifically agricultural products, aircraft, and other high 
technology manufactured goods. Such negotiations should continue to be directed 
at Japan because of the recent sharp deterioration in the U.S. trade position with 
Japan. Fourth, the U.S. government could help to expand export opportunities to 
Eastern Europe and the U.S.S.R. Fifth, analysis of the United States trade 
position should focus on the current account and capital account position. This 
may reriuire that the United States adopt a more open policy toward foreign 
capital inflows into the United States and remove any unequitable capital restric 
tions. Sixth, the United States government can increase its export promotion 
efforts without becoming subject to criticism by other developed countries. In this 
respect, any decision to remove DISC should be linked to leverage to convince 
other countries to reduce their import barriers against U.S. goods. Finally, the 
most important policy the United States can pursue to maintain its export 
competitiveness is to control inflation and achieve a stable full employment 
state of growth.
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Senator STEVENSON. Thank you. We will come back to all of you for 
questions after we have completed your presentations. 

Mr. Stathakis.

STATEMENT OF GEORGE J. STATHAKIS, VICE PRESIDENT, AND 
GENERAL MANAGER, INTERNATIONAL TRADING SERVICES 
OPERATIONS, GENERAL ELECTRIC CO.

Mr. STATHAKIS. Thank you, Mr. Chairman. In addition to my cur 
rent position as vice president of General Electric and general manager 
of the International Trading Services, which position I just assumed 
this last December, I would like to point out that I had the manage 
ment responsibility for General Electric's nuclear power business for 
many years, including the responsibility for all international opera 
tions, and nuclear reactor exports.

I should also point out that I am not even a half-baked economist, 
but I do have over 20 years of experience on the frontline of American 
exports, and maybe that will be helpful to your committee.

Senator STEVENSON. That is what we are looking for.
[The statement read by Mr. Stathakis follows:]

TESTIMONY BY GEORGE J. STATHAKIS, VICE PRESIDENT, GENERAL ELECTRIC Co., 
GENERAL MANAGER, INTERNATIONAL TRADING SERVICES OPERATIONS

My name is George J. Stathakis, and I am a Vice President of General Electric 
Company, and General Manager of International Trading Services, a position 
I assumed last December. Prior to that, for many years I had management 
responsibility for GE's nuclear power business, including its international 
operations.

It is a distinct pleasure to appear before this Subcommittee to testify as to 
GE's views on today's subject: the shifts in the composition of and the markets 
for U.S. exports. I bear in mind the overall purpose of these hearings which, as 
stated by Senator Stevenson, is "to examine the competitiveness of U.S. exports 
and to explore ways to close the trade gap through better U.S. export perform 
ance."

General Electric has been a world trader since its founding. GE is convinced 
that trade begets trade; restrictions and unwarranted barriers—whether im 
posed by private or governmental sectors—constrict the channels of trade, pro 
duce distortions, and over the long term work to the detriment of all trading 
partners.

But within this conviction we recognize that a number of realities must be 
reckoned with as we explore means of promoting U.S. exports and international 
trade: the world is made up of a mix of economies, each with its own drives and 
incentives; there are the haves and the have-nots—and here too there are in 
finite shadings of mix; each has its own complex of natural resources, manpower, 
technology and monetary standing; and there is an overlay of political con 
siderations—the Middle East, East vs West, North vs South, official cartels such 
as OPEC, and more subtle conflicts—which contribute to the distortion of the 
economic processes.

In short, world trade is a very complex subject and not given to simplistic 
solutions.

We may, of course, differ as to the particulars of such a global view, but a 
global view of some sort is necessary to provide perspective and guidance for 
the actions which we—whether as a particular company or as a nation or group 
of nations—may propose to take in promoting sound and enduring international 
trade.

This brief introduction brings me to the specifics of GE. As I have stated, GE 
has a long history in international trade. We have sought to serve customers 
abroad through many ways, each adapted to the trading circumstance. Exports 
from the U.S. have, over time, been the principal means of meeting the overseas
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demands. Indeed, our exports have surged in recent years from $606 million in 
1970 to $2.3 billion in 1976. (Detailed figures on our 1977 operations are not yet 
available.) The ratio of GB exports to GE domestic sales has more than doubled 
during that period from 8.4% in 1970 to 19.3% In 1976. Although the U.S. trade 
deficit was $9 billion in 1976 and $27 billion in 1977, GE had a trade surplus of 
$1.9 billion in 1976 and a balance of payments surplus of better than $2 billion. 
We fully expect our 1977 figures will be comparable to our 1976 surplus.

Exports are increasingly important to the U.S. economy, not only because of 
the growing trade deficit but also because of their very favorable effect on 
domestic employment. In 1976, GE exports of goods and services required over 
91,000 U.S. jobs—over 47,000 in GE itself and over 44,000 in our suppliers and 
subcontractors. These GE export-related jobs amounted to 18% of our total 
U.S. employment.

The job importance of exports was underlined during the recent recession. 
During that period of economic turn-down, export-related jobs were a major 
stabilizing factor for GE's U.S. employment The jobs of several thousand em 
ployees would otherwise have been in jeopardy.

Our economists have tried to estimate the overall effect of exports on U.S. 
employment by extrapolating from our own experience. While overall estimates 
may vary from analyst to analyst, the calculations indicate that between 8 and 9 
million U.S. jobs can be attributed to exports of goods and services in 1976. This 
may be a conservative estimate. Senator Stevenson, the Department of Com 
merce, and others have estimated that 1 out of 7 U.S. jobs is export-related—one 
out of six in Illinois, our principal exporting state. With total employment 
around 93 million, the l-to-7 ratio would of course considerably increase the 8-9 
million figure.

However, at the same time that exports are becoming increasingly important to 
the U.S., they also are becoming increasingly more difficult to obtain. There are at 
least 4 basic reasons:

First, the reconstruction of the economies of Europe and Japan after World War 
II, plus the historical world-trade orientation of the Europeans and, more re 
cently, of the Japanese, have developed companies that are formidable competitors 
to U.S. industry in all world markets, including domestic markets.

The world-wide sales of the 200 largest non-U.S. firms have in recent years risen 
almost twice as rapidly as sales of the 200 largest U.S. firms. In 1974, the combined 
size of these non-U.S. firms approached that of the top 200 U.S. firms. It was below 
50 percent in 1964. There are now more non-U.S than U.S. companies in the billion 
dollar sales club.

These trends demonstrate the broader base of economic well-being in the world, 
but they also illustrate world competitiveness and the reduced relative significance 
of the U.S. in world trade.

Second, the post-war U.S. advantage in high-technology products is steadily 
decreasing.

GE, for example, now has significant foreign competitors in most of our key 
export areas involving high technology—products like aircraft engines, power 
generation equipment, locomotives, plastics, and so on.

Third, the foreign trade policies of many industrial nations are export-oriented 
and designed to strengthen the competitiveness of their major export companies 
or enterprises. They provide aggressive export promotion. This includes favorable 
governmental financing assistance well beyond what the Export-Import Bank 
and other U.S. agencies have been able to do. Many of these foreign nations also 
protect their home markets through various trade barriers, both of the tariff and 
non-tariff type. This gives their exporters a protected home base for sales and 
profits. It also enables their exporters to have competitive advantage in third- 
country markets through incremental pricing. In addition, of course, in some 
cases, foreign exporters may receive considerable government subsidization for 
their exports.

It should also be noted that European firms have an added competitive ad 
vantage—both in their home and in third-country markets—because of the pri 
mary reliance by European governments on indirect taxation, such as "VAT"— 
the value-added-tax—for government revenue—raising purposes, as contrasted to 
group primary reliance on direct taxes (the income tax). On exports, the Euro 
pean firms get tax refunds or tax waivers on value-added taxes on their exports, 
whereas, on imports into the European markets from America, a border tax is 
imposed on sales. This border-tax-adjustment problem is one of the issues the
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U.S. has raised in the current GATT negotiations. The Europeans, however, are 
adamantly opposed to any adjustment in this area. Prospects for relief are not 
promising.

Finally, illustrative of the total commitment some nations have made to 
maximize their exports, the top government officials of major trading nations 
personally engage in intensive sale's efforts whenever they have the opportunity. 
Political and commercial considerations are oftentimes mixed; in our judgment, 
this is not a minor factor in the success of foreign exporters.

Obviously, such formidable foreign competition and practices pose serious 
problems for U.S. exporters. Since the U.S. exports are increasingly important 
to our economy, foreign competition is properly of great concern to the Congress, 
as these hearings demonstrate.

What is my Company doing to cope with these competitive challenges? And 
what are the clear implications for U.S. foreign economic policy, including U.S. 
tax legislation?

WHAT IS OE DOING?

To begin with, GB is of course doing everything it can to increase sales 
throughout the world, including enhancing its positions in established markets. 
In addition, we have invested heavily in market development in what we see as 
emerging growth areas for our products; such as Nigeria, the Middle East, Indo 
nesia, Venezuela and many others.

As an integral part of this approach, we have improved our marketing capa 
bilities to be better able to adapt to unique customer needs and requirements. We 
build "early presences" in promising markets, even if it takes years to develop 
them to the point where we get significant sales (e.g., Poland and Nigeria). We are 
able to provide "total project capability" so-called "added scope") sales and 
services; that is, complete installation services to meet customer needs. We are 
also developing capabilities to engage in countertrade and barter in order to 
respond to customer requirements.

IMPORTANCE OF DISC

It is especially In these basic areas of our efforts—and of comparable efforts by 
other U.S. firms—that DISC is so important This is why the Carter Administra 
tion proposal to phase-out DISC could seriously damage U.S. exports—and jeopar 
dize U.S. jobs.

GE's experience shows that DISC promotes exports and resulting domestic 
employment in at least three basic ways :

First, as was originally intended when Congress adopted DISC in 1971, it is a 
partial offset to the European Economic Community border tax adjustments 
which, as I mentioned earlier, can be viewed as rebates—i.e., cost reductions— 
for EEC exporters.

Second, DISC benefits can be used as working capital to finance the significantly 
longer-term accounts receivable that have to be carried by U.S. firms when dealing 
with foreign customers. Inherent in export trade and commercial practices 
abroad, foreign customers require two to three times as much time to pay their 
bills as U.S. customers, and the interest cost of this additional carrying time is a 
significant factor. If DISC legislation were repealed, one of its adverse effects, so 
far as GE is concerned, would be in payment terms. This factor alone would 
substantially reduce our exports.

Third, DISC has substantially supported the new forms of market development 
activities to which I previously referred—that is, the long-term toefore-you-get- 
any-orders kind of "local presence" building that we've been doing in Africa, the 
Middle East, Eastern Europe, and elsewhere. For example, we've only recently 
begun to receive orders hi Nigeria. Our largest January export order was for a $15 
million dollar power plant in that country. But we spent nearly four years and 
about $300-400 thousand dollars per year developing a local presence and estab 
lishing a marketing program. This was definitely a very high-risk venture and it 
was DISC benefits that encouraged us to take those risks.

Incidentally, we and other U.S. exporters wonder how so many American 
critics of DISC are able to conclude so categorically that DISC does not promote 
exports. In contrast, our European competitors have evidenced their conviction of 
the export effectiveness of DISC by bringing proceedings under GATT rules to 
have DISC branded as an impermissible "subsidy." The fact, of course, is that'
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our European competitors see DISC in action, whereas the American critics 
do not.

FOREIGN AFFILIATES

The final area I would like to mention as to what my Company is doing to face 
foreign competition and trade barriers concerns the use of foreign affiliates.

As I said earlier, GE has historically served foreign customers primarily 
through exports from the U.S. However in some cases reliance solely on direct 
exports is simply not feasible. Let's look at some of the problems:

Some foreign countries prohibit imports—in order to stimulate and protect 
local manufacturing, to conserve foreign currency, or for other reasons their 
governments deem compelling. Or they insist on "local content" requirements or 
the establishment of local joint-production ventures.

In other circumstances, foreign tariff and non-tariff barriers make U.S. ex 
ports impractical or economically non-competitive.

Finally, in some cases, it is simply not competitive to manufacture the product 
or the component in the U.S. and to transport it to the local market.

In such cases, local manufacturing, through the use of foreign affiliates, offers 
a logical alternative.

Our experience shows that our foreign manufacturing affiliates are contrib 
uting to GE exports growth in significantly increasing amounts. The affiliates 
are major customers for U.S.-made components and equipment. They also "pull- 
through" other U.S. products for sales to foreign customers.

In the past 12 years, GE's corporate sales increased about three times. Sales 
of GE affiliates expanded four times. But GE exports increased, seven times. 
During 1976, $837 million of GE exports were attributable to GE affiliates, 
representing 36% of GE's total U.S. exports. One-third of these exports went 
directly to the affiliates in the form of components and complementary products. 
Two-thirds—or over one-half of a billion dollars—was "pulled through" by the 
affiliates.

We estimate that GE exports to and through our offshore affiliates accounted 
in 1976 for nearly 30,000 U.S. jobs, over 13,000 in GE and almost 16,000 domestic 
jobs in our suppliers and subcontractors.

Nationally, U.S. foreign affiliates account for about 25 percent to 30 percent 
of all U.S. exports. The domestic job importance of these U.S. foreign affiliates is 
accordingly very great.

IMPORTANCE OF MAINTAINING TAX PARITY

In view of what I have just been saying, the Administration proposal to tax 
unremitted income of U.S. foreign affiliates is not warranted.

At the present time, no country taxes such income. For this reason, and the 
need—from the point of view of our own economy—to keep our foreign affiliates 
competitive, the Administration proposal is clearly a big step in the wrong direc 
tion. We should keep tax parity in this area.

Moreover, repeal of deferral as a way to increase U.S. tax revenue would not 
be effective. Since the impact of repeal of deferral on U.S. foreign affiliates 
would be to impair their competitiveness and profitability, there might well be 
decreasing revenues to be taxed. Additionally, repeal may represent an invitation 
to local governments to increase their tax rates. The net result could therefore 
be a tax increase for U.S. business and no tax revenue increase for the U.S. 
government. Indeed there is a real prospect of a long term net reduction of U.S. tax revenues.

IMPLICATIONS FOB U.S. FOBEIGN ECONOMIC POLICY

The implications of what I have been saying for U.S. foreign economic policy, 
including U.S. export policy, appear to us to be very clear.

We should keep DISC and preserve tax parity for U.S. foreign affiliates.
In addition, the Export-Import Bank, which I have thus far not mentioned, 

is vital. Since the Subcommittee will devote 4 days of hearings to the Bank in 
March, I have not discussed it today. Let me say briefly in passing that we of 
course endorse and welcome the pro-export changes in philosophy and operating 
practices at the Bank. We also endorse and welcome the Administration's proposal 
to renew the Bank's charter on an expanded basis. As I said, Eximbank is vital
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to effective U.S. export performance. This point Is conclusively demonstrated by 
the many specific examples discussed in an extensive survey recently completed 
by the National Association of Manufacturers in which we participated. I should 
add that the survey also documents the ways in which foreign governments pro 
vide greater financing assistance than the Bank. In short, Eximbank's help is still 
an incomplete offset to what foreign governments provide.

But we as a nation need to do more than maintain sound current tax incentives 
and renew and expand Eximbank.

We need a more affirmative, more realistic U.S. foreign economic policy—one 
that will help U.S. exporters no less than foreign government programs help our 
major competitors.

TWO PRACTICAL CONSIDERATIONS IN DETERMINING U.S. FOREIGN ECONOMIC POLICY

As we discuss and debate the elements of a more effective foreign economic 
policy for the U.S. there are two practical considerations that should be kept in 
mind.

First, the export field is vital to the U.S., to U.S jobs, to U.S. economic growth; 
but export is very, very competitive—and, in a number of particulars, is biased 
against the U.S. style of doing business. It is likely to become more so. With our 
foreign competitors moving very aggressively in the world markets, it completely 
misses the point to say—for example, in talking about DISC or tax parity or 
Eximbank restraint—"Well, that particular program doesn't really help very 
much" or doesn't have a favorable cost/benefit ratio.

The point is that American industry is already under substantial competitive 
disadvantage from foreign governmental programs. Therefore the elimination of 
any existing U.S. countermeasures could have very serious implications.

Second, we're talking in many cases about long-term market development. 
Foreign trade policy cannot be regarded as a transitory, on-again off-again issue. 
To Illustrate, this month we received an $11 million dollar order from Poland for 
steel mill drive equipment We worked many years to win that order. I earlier 
mentioned that it took almost 4 years to obtain new business in Nigeria. These 
time dimensions are typical in international business.

Such selling efforts require consistency and stability in the underlying govern 
ment programs and rules. U.S. exporters cannot engage in effective long-term 
market development if they are constantly threatened with changes in U.S. 
laws.

CONCLUSION
The enormous U.S. trade deficit, coming on top of the stagflation that has beset 

the industrial world for over 4 years, is a serious threat to the system of 
international interdependence and the economic viability of the free world.

Neither our trading partners nor the U.S. can live with a continuing U.S. 
double-digit deficit. We can't live with the status quo.

In overall terms, we have to choose between effective import restrictions or 
intensive export promotions.

This choice concerns not only the need to balance our international accounts in 
terms of dollars but also involves domestic jobs. These urgent needs underline 
the critical importance of stimulating manufacturing exports.

All this appears undeniable. It is therefore difficult for us to understand why 
the Administration now desires to phase out and eliminate tax policies that have 
helped U.S. exporters to be competitive with those in other industrial countries.

We trust there will be reconsideration in the light of the realities.
If we do not have a foreign enonomic policy that works—that effectively deals 

with the trade deficit on the export side—we will be forced—by our growing 
economic difficulties and the resulting pressures—to deal with our problems on 
the import side. Against our wishes, we will be compelled by our failures and 
omissions into protectionism, perhaps further dollar devaluations, and to other 
forms of economic nationalism.

We believe that—as national discussion proceeds in this area and we gain 
greater common understanding of world economic realities and their implications 
for U.S. export policy and U.S. export performance—the Congress, the Executive 
Branch, and the American people at large will support a sound foreign economic 
policy.
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Senator STEVENSON. Thank you, sir. I am impressed by the em 
phasis throughout today, even from the economists, on nonprice factors 
in the discussion of this subject. I may have to revise my opinions of 
economists, if you three gentlemen are examples of your profession, I 
think some at least in your profession are revising their thinking and 
becoming more realistic and less wedded to a doctrine that has been 
overtaken by events.

Mr. Stathakis, you endorsed retention of DISC, you expressed dis 
agreement with the administration proposal to tax income. And of 
course also supported the Ex-Im legislation.

Professor Aho suggested that we get away from these more or less 
indiscriminate tax incentives, and find ways to address ourselves to 
causes as opposed to symptoms, and in particular by improving Ameri 
can productivity and investment in R. & D.

Now, I would like to ask how you respond to that general proposi 
tion and I do so mindful, as we all are, of course, of the products which 
GE makes and exports.

You mentioned some impressive figures for increased sales and ex 
ports over the last 12 years by GE. And GE's products, all of them, I 
believe, do have a relatively high technology content.

How do you respond to that suggestion by Professor Aho and not 
withstanding those figures, has GE during that same 12-year period 
suffered increasing competition from foreign producers of commodities 
that have higher and higher technology content?

Aren't you faced with more competition in the world for the sale 
of high technology commodities ?

Mr. STATHAKIS. Let me take them in order, Mr. Chairman, if I can 
recall them.

As to the proposition that Professor Aho presented on the need to 
improve, that is in terms of the general thesis of improving U.S. 
productivity, including the investment in R. & D., I couldn't agree 
with that more.

Senator STEVENSON. Excuse me. I think he suggested more than just 
productivity. It is also basic research, innovation, identifying markets, 
and developing the products for those markets. Not just productivity.

Mr. STATHAKIS. Yes; I think we have pointed out many times the 
problem in the United States of capital formation and the need 
to invest more in all elements of our manufacturing sector. And we 
look very favorably on the administration's proposals to reduce the 
corporate tax rate and to change the investment tax credit provisions 
in particular.

So in general, yes, we think the United States is losing its big lead 
in productivity; the gap is closing on high technology. And we think 
something has to be done in terms of investing in the U.S. industrial 
enterprise in a greater way in order to improve that situation, and 
we know that over the last i.0 or 20 years, the investment in U.S. indus 
try has not been up to what it has been in countries like West Germany 
and Japan.

Now as to the idea of eliminating DISC, in order to put that f und- 
insr into R. & D., I would say this: That we have no great brief for 
DISC per se. We think that a basic solution is needed to the problem 
of inequality on tax rebates. We have suffered from that tax rebate
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equation. We think the ultimate answer is through multilateral agree 
ments. And we certainly encourage the U.S. position in the GATT 
negotiations and we think extension of that to the point where we can 
eliminate the nontariff barriers and the tax rebate angles and all of 
the others that we face in the marketplace, is the right direction.

But, gentlemen, we are here right now facing tough foreign com 
petition, and if you eliminate DISC, you are just going to set us back 
one more step.

I have no great confidence that we will solve it through multilateral 
negotiations for many years. So I think it is a timing problem. DISC 
is already in place. We think it is very helpful to U.S. exports right 
now, and we think if you eliminate it, U.S. exports would suffer.

Now to your final point, Mr. Chairman, yes, the gap is closing on 
high technology, and I think some of that you would expect. The 
Germans in particular have come back after World War II, and gradu 
ally improved their technology. They have made great strides in many 
technical areas. And they are just one of many.

We, however, feel that we do have the technical advantage in a num 
ber of areas. We would like to have more. But we think that that is 
not really the biggest factor that is hurting us today in the export 
marketplace. We think the biggest factor is the help that our foreign 
competitors get from their governments that puts them at a competi 
tive advantage over us, compared to what is available to U.S. 
companies.

I would say that that is a much bigger factor in our opinion than 
technology, and at the same time we recognize that the technology 
gap is certainly closing.

1 think the fact that it is closing makes it all that much more im 
portant that we not only look at technology again, but we look at these 
other factors that are causing us to have more difficulties in the 
marketplace.

Senator STEVENSON. Would you like to respond, Professor Aho?
Dr. AHO. The changes proposed in the corporate tax law would im 

prove profitability, while elimination of DISC would harm profit 
ability somewhat. The net effect will depend upon the magnitude of 
the changes.

Perhaps vou are suggesting that DISC should be eliminated over 
a period of 5 years, that is, to phase it out In a world of perfectly 
well-functioning markets, if the DISC were eliminated and U.S. ex 
ports were to decline, then the dollar exchange rate should depreciate 
to some degree and make U.S. commodities more competitive.

The estimates that I have read suggest that DISC increased U.S. 
exports by $1.2 billion while costing the Treasury about $1 billion. 
I find it hard to believe that it can be such a major factor in foreign 
competition.

Mr. STATHAKIS. Well, if I may respond. I wasn't suggesting phasing 
out DISC on any particular time schedule. I was suggesting that the 
ultimate solution, the best solution, of course, would be through multi 
lateral agreement, to eliminate any kind of tax rebates from any 
governments.

I don't agree with the numbers that have been quoted. I don't think 
we know exactly what DISC does for exports. We do know that since
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DISC was enacted, there has been a very significant increase in ex 
ports. We know that in our own case. But I would be hard pressed to 
tell you exactly what the impact of DISC is.

I did give you the example of market development in Nigeria, and 
I can tell you DISC was a major factor in our investing over a period 
of 4 years perhaps something close to $2 million to get a $15 million 
order. That is the kind of thing that I think DISC has done to stimu 
late us to move into some of these new market areas, which could 
develop into substantial export potentials out over the long-term 
future.

Senator STEVENSON. Senator Heinz.
Senator HEINZ. Mr. Chairman, as I understand what Mr. Stathakis 

is saying, he is saying that the aggressive export support programs 
and marketing techniques of some of our trading competitors are 
affecting U.S. export performance. And the question I would like to 
come back to you with, Professor Aho, is this: Can we substantially 
improve our export performance without expanding and upgrading 
our comparative support programs, CCC, Exim, to name a couple ?

Notwithstanding the validity, in my judgment, of your observations 
on technology and research and development investment.

Dr. AHO. The estimates that were provided for the February 6 hear 
ings suggested that a decrease in the U.S. dollar exchange rate of 1 
percent should increase U.S. exports by $1.5 to $2 billion over the next 
li/> to 2 years. I believe those elasticity estimates.

My testimony focuses more on the composition of exports. In the 
lower technology industries we have seen an expansion of exports over 
the last few years. I find it somewhat surprising that the United States 
could become such a large textile exporter, for example, although 
there are some textile categories with a high technology content. 
Furniture and pulp and paper manufactures exports also increased 
along with many commodities that were not major U.S. exports. Ex 
ports of these commodities have increased because of price elasticity. 
With the depreciation of the dollar, they look more attractive to 
foreigners.

Senator HEINZ. You are saying that what makes sense in terms of 
export policy is to concentrate our export support programs on those 
commodities that do have a demonstrated price elasticity ? Is that what 
you are saying?

Dr. AHO. No. The depreciation of the dollar is going to help U.S. 
export performance in a number of categories, but not in those cate 
gories where the United States, for nonprice reasons, can not meet 
quality or servicing differences.

One of your future hearings is going to address the problem of 
foreign interference to promote exports, and how that can affect the 
world structure of exports.

I think they may be important and my results are consistent with 
foreign export promotion. To the extent there are widespread inter 
ferences overseas, these nonprice factors could affect trade patterns. 
It remains to be substantiated, however, that they are widespread.

I would put more emphasis upon quality and technology differences. 
The theory of comparative advantage compares two suppliers to 
determine which of them can supply a product at a lower price.
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When technology and quality differences are introduced, trade is 
not determined by comparative advantage but by absolute advantage, 
who has the better product.

The question here is how much would the dollar have to depreciate 
in order to enable many U.S. manufacturing industries to become 
major exporters.

Senator HEINZ. You have pointed out very clearly, I think, in your 
testimony the negative impact on our export performance of declining 
R. & D. expenditures.

On that point, I would like to ask you this: First, what are the pri 
mary reasons for the reduction of such expenditures ? To what extent 
do those kinds of investments receive subsidies or other support pro 
grams from competitors of the United States?

And, finally, what should we do about the situation you describe?
Dr. AHO. Unfortunately, broad international comparisons are not 

made very often, but there have been some individual comparative 
studies which have analyzed the subsidy of research and development 
in other countries. In Japan there has been an interesting blend be 
tween the Government, through the Ministry of Trade and Finance, 
and industry who have coordinated and worked to promote exports. 
But Japan's research and development strategy has differed from 
ours in the past. Our Government's R. & D. has been defense-related. 
They have the luxury of not having to support a national defense. 
Their R. & D. has been more consumer-related. When discussing re 
search and development, we must distinguish between new technol 
ogy in aircraft, space, or defense, and R. & D. that will improve proc 
esses, lower prices, and improve products for consumers.

If you think of the Japanese technological adaptation, it has been 
more to improve the quality of consumer products, and processes. Their 
R. & D. has a different orientation.

Senator HEINE. Nobody reallv drove a motorcycle until the Jap 
anese brought Hondas to the United States, is that what you are 
saying ?

Dr. AHO. Right. There was an interesting article by Sanford Rose 
in the recent issue of Fortune, which discussed the Japanese export 
performance. He covered many of the points that have been covered 
today, except that he emphasized how the Japanese, in deciding upon 
R. & D. and the type of products they would promote, focus upon 
very narrow product lines. With motorcycles as you mentioned, they 
started put manufacturing small bikes, and after a while they ex 
panded into different sizes and styles. All of the time, however, they 
focus their attention on their export markets and their R. & D. 
and product development is designed in order to promote those 
exports.

Senator ITEIN7,. Let me ask, then, because I am not entirely clear as 
to whether the differing rates of investments in research and develop 
ment expenditures are due to a decline on our part in the United 
States, or. alternatively, more due to an increase on the part of others?

If it is the former, to what do you attribute the decline?
Dr. AHO. There has been, according to recent NSF surveys, a decline 

in basic industrial research in the United States. The data I presented 
in the paper for the record show that R. & D. as a percentage of GNP
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in the United States declined during the 1960's from about 2.7 to 2.5 
percent and recent estimates are close to 2 percent.

On the other hand, Germany allocated about 1.5 percent of its GNP 
to R. & D. in 1963, and now it is estimated at 2.3 or 2.4 percent, which 
is a higher allocation than ours.

Although the relative decline in U.S. R. & D. can be attributed to 
both factors, there has not been a precipitous decline in U.S. R. & D. 
It has tapered off slightly. There has been a very large increase in 
R. & D. in Germany.

In terms of growth rates, the Japanese have also increased their 
allocation of resources to R. & D. over time. I would put more empha 
sis on foreign increases in determining the relative decline.

Senator HEINZ. How should we, in the Federal Government, in the 
Congress, respond to that changing external environment?

Dr. AHO. That is a very good and a very hard question. And since 
I came up with such a strong statement on the effects of R. & D. I have 
tried in the last few days to read some comparative studies. Unfortu 
nately I have only completed reading about one and a half.

The United Kingdom is an example where an attempt was made to 
promote R. & D., but they emphasized large scale projects in which 
the Government was deeply involved. If you think of the Concorde, 
for example, which was a large, high-technology project but was not 
oriented toward increasing their export sales that much. They may sell 
a few Concordes, but the price and income elasticities of Concordes 
are probably quite low.

The Japanese, on the other hand, are expanding into product lines 
where there is a higher income elasticity. I am sure we have all pur 
chased consumer electronics products from Japan. I must apologize to 
the gentleman from G.E.—but we have seen a lot of consumer elec 
tronic goods coming to the United States and those have a higher in 
come elasticity.

The British have done traditionally almost as much R. & D. as the 
United States but it has been in large-scale endeavors and exports.

Senator HEINZ. But at this time you have no particular suggestions 
to us in what direction we in the Congress should go ?

Dr. AHO. At this time we should focus more on industry doing re 
search and development. There has been a decline in Government sub 
sidies in defense-related projects over time and I think Government 
involvement should increase with more emphasis on industry. I would 
recommend subsidies, because industry knows best how to respond to a 
market. They are out there. They have to compete with foreign pro 
ducers. They must do the R. & D. that will enable them to create better 
and less expensive products in order to compete.

The Government cannot direct that activity for them.
Senator HEINZ. Would either of you gentlemen care to comment on 

this issue ?
Mr. STATHAKIS. I would be glad to comment on your question of 

what should you do. I certainly think in a broad sense, that providing 
more incentives for industry to invest in R. & D. is a big step.

As I pointed out earlier, and as has been pointed out, I think, many 
times by many people in U.S. industry, the incentive has been reduced 
very significantly over the last 20 years. The return on investment for 
U.S. industry as a whole has drastically gone down in that time period.
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And as compared to some of our foreign competitors, to get back to 
that side of it, they have gone up.

So I think what can be done on the tax front, in particular, to go 
back to the President's tax proposals, on the corporate tax rate and 
investment tax credit, these are things that will help make investment 
in R. & D., in new plants and equipment for higher productivity; 
these are things that will make U.S. industry more competitive.

Senator HEINZ. If I may interrupt you at this point, if I under 
stood Mr. Aho correctly, he was suggesting that the way that the 
Federal Government could most effectively get industry involved in 
increasing R. & D. investment, is to have industry come and bid on 
research and development contracts. That at least is what I take to be 
a reasonable translation of his prescription of a direct subsidy.

Dr. AHO. In the past it has also been done through the tax system.
Senator HEINZ. You were talking, Mr. Stathakis, about having a tax 

incentive. I believe, Mr. Aho, you were talking about a more direct 
kind of Government subsidy, or did I misunderstand you?

Dr. AHO. I would support a tax subsidy because the bureaucracy 
for administering a tax subsidy is already in place.

Senator HEINZ. That answers my question.
In fairness to the chairman, he has kindly yielded his time to me, 

but do you have a response, Mr. Mathis ?
Mr. MATHIS. Yes. The figures you gave on percent technology of 

GNP, are those in real terms?
Dr. AHO. They are percentages derived from value data.
Mr. MATHIS. That may be a problem since Germany has had a slow 

rate of inflation. I am not sure what the increase in price for technol 
ogy expenditures have been, but they probably have not risen as fast 
as GNP over all, in that case the percentage may normally decline, be 
cause Germany has had a slower inflation rate than the United States.

The second point is I am not sure of the extent to which consumer 
electronic goods coming from Japan are in effect not being supplied 
with U.S. technology components. The microdots and so forth, that is 
U.S. technology, which in fact we are exporting or producing abroad 
somewhere and selling to foreign electronic industries, who in turn 
sell the finished product to the United States.

Senator HEINZ. You are suggesting, Mr. Mathis, that our export 
performance may have suffered in part due to our past eagerness to 
export our more advanced technology ? If you feel we indeed still have 
a technological lead to protect any more, do you feel that we should 
restrict the transfer of advanced technology ?

Mr. MATHIS. No. I am not really against any sort of interference 
with movement of goods and services or technology or capital. I think 
to some extent there are other reasons that have been causing us to 
move our technology abroad.

Again, we go back to some of the fundamental problems. We are a 
mature economy, we are taxing more heavily the productive sectors of 
the economy for welfare purposes, we have priorities that relate to hu 
man rights, or whatever, we have made a decision that we do not want 
to support business as much as some feel we should.

I think it is more a result of that.
Senator HEINZ. Thank you. Mr. Mathis.
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Senator STEVENSON. Two quick questions. Mr. Mathis, do you think 
that the term of CCC credit should be extended from the present 3 
years?

Mr. MATHIS. Yes, I do. The reason is that poor crop cycles, particu 
larly in the case of the Soviet Union, tend to come two every 5 years, or 
one every 3 years. And therefore by having a financing program that 
is one every 3 years. 3-year term, you don't really give the country a 
chance to improve its position.

So I think something like a 10-year program or more would be of 
some benefit, from the standpoint of the debt servicing problems of 
countries.

This applies to the LDC problem. They have a high debt service 
ratio coming due in the next 3 years. So did the United States at a cer 
tain point in its history. If we pull back, that is where it becomes a 
serious problem; as long as these economies continue to grow, there is 
no problem.

Senator STEVENSON. And to what extent, if any, is the trade deficit 
owing to the transformation of the economy from manufactures to 
services ? Who will take that one on ?

Mr. MATHIS. To what extent is the deterioration in the current ac 
count balance due to trade versus services ?

Senator STEVENSON. Decline in manufactures, increase of services, 
the changing orientation of the economy.

Is that one of the reasons for the trade deficit ?
Mr. MATHIS. One of the comparisons that I think is interesting, and 

I am not sure what it exactly says, if you go back and compare the 
largest previous U.S. trade deficit we had with the present one we ran 
last year, and if you exclude oil imports from both of those figures, 
so you are looking at a nonoil trade figure, we had a deficit of about 
$3.4 billion in 1964, and last year we had a surplus of—excuse me, in 
1976 we had a surplus of about $25 billion. That is a pretty tremendous 
improvement in the nonoil trade balance of the United States from 
the $3 billion or $4 billion deficit to a $25 billion surplus.

Now in 1977, that $25 billion surplus fell to about a $10 billion sur 
plus. That is a fairly significant fall.

I attribute that mostly to the demand factors. Foreign economies are 
just growing more slowly than is the United States. Therefore, we 
tend to import goods more rapidly than do foreign countries buy from 
us.

Also the type of goods that we have a comparative advantage in 
are most closely related to business spending on new plant and equip 
ment, and while this has been increasing in the United States, the per 
formance overseas has been much weaker, and therefore this does not 
result in increased demand for these U.S. goods.

The service account of the U.S. balance of payments is a surplus 
account, and it has grown. It is to some extent related to per capita 
income in the United States, because we are fairly large travelers and 
spenders of funds abroad, that is an element that tends to have a nega 
tive impact on it.

The positive impact is the earnings from foreign investments over 
seas, the royalties and dividends, that continue to grow.
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Senator STEVENSON. Do you have any observations to add to that 
proposition. Professor Aho ?

Dr. AHO. I understand from the tables supplied by the Department 
of Commerce that the United States for the first time had a trade defi 
cit in manufactures last year. The economy is undergoing a transfor 
mation from a manufacturing economy to service economy, but I 
was somewhat surprised that the United States could have a trade 
deficit in manufacturing. Although I would agree that on services, 
we have done fairly well and will continue to do well, because U.S. 
industry has a large volume of investment in place overseas that will 
help the service account.

One indication of change in the structure of the U.S. economy is 
that there are less people employed in manufacturing now than there 
were in 1970. This could reflect technical change or the substitution 
of capital for labor or it could just reflect the changing composition 
and the shift to a service economy.

How much it will continue is hard to say.
Senator STEVENSON. Thank you very much, gentlemen. We in fact 

ran out of time quite a while ago. Thank you, you have been very help 
ful. The meeting is adjourned.

[Thereupon, at 1:30 p.m., the hearing was recessed, to reconvene on 
March 9,1978.]
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APPENDIX

UNITED STATES EXPORT PERFORMANCE IN THE 
POST-DEVALUATION PERIOD: CONTINUATION OF A SECULAR DECLINE?

by

C. Michael Aho
Assistant Professor of Economics 

George Washington University

and

Richard D. Carney
International Economist

Data Resources, Inc.
Washington, D.C.

The United States trade balance showed a record deficit of $26.7 billion 

in 1977. Most analysts have attributed this deficit to the large volume of 

oil imports and to cyclical factors. Imports were large because of high 

aggregate demand in the U.S. and exports were low because of deficient aggre 

gate demand overseas. According to these analysts, if aggregate demand were 

to rise overseas, the U.S. trade balance would improve and there would be no 

reason for concern. Further, it is suggested that since the recent deprecia 

tion of the dollar will increase the volume of U.S. exports over the next 

1*5 to 2 years, explicit policy measures are not needed.

These macroeconomic analyses overlook what is happening to the compo- 

sitior of U.S. exports. This paper examines the structure of U.S. exports 

to see whether the deterioration of U.S. dynamic comparative advantage widely 

discussed during the 1960s has continued into the 1970s, and if it is respon 

sible for the lagging U.S. export performance.

If U.S. comparative advantage is deteriorating because of inadequate 

investment or a reduction in R&D effort, then depreciation of the dollar may 

provide temporary relief, but will not correct the underlying problem. Under 

such circumstances an assessment of U.S. exports at a disaggregated level is 

essential to the design of policy measures to correct a structural deteriora 

tion in comparative advantage whose effects may not be fully realized for 

five to ten years.
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To investigate whether U.S. comparative advantage is declining, we 

examine the performance of U.S. exports from a longer-term perspective and 

compare the recent performance with the historical trend. The first section 

summarizes the historical record and reopens the debate whether the decline 

in the U.S. trade position during the latter 1960s was due to a secular 

decline in U.S. comparative advantage.

Opponents of that view claimed the deterioration was due to excess 

credit creation in the latter 1960s. If the U.S. export position had 

deteriorated because of excess credit creation, then devaluation of the 

dollar should, with a lag, reverse the deterioration. On the other hand, 

if U.S. export performance in those sectors traditionally associated with 

U.S. comparative advantage (capital-, R&D-, and skill-intensive industries) 

continues to lag in the post-devaluation period, it would be consistent 

with the hypothesis of a secular decline.

Thus, one test whether recent export performance is due to structural 

factors is to analyze how export patterns have changed since the exchange 

rate realignments. The second section examines the performance of U.S. 

exports using a constant-market-share analysis for nine major OECD countries.

The analysis separates out the changes in a country's exports which can 

be attributed to the growth in world trade, to the commodity composition of 

trade, to the market distribution, and to the competitive effect, which is 

defined as the residual. The unexplained residual is then compared with 

price and cost indices to see how the exchange rate realignments have af 

fected the structure of trade. In this way, we examine whether the U.S. 

export performance can be explained by the movement in relative prices or
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if other non-price, structural factors must be postulated. Structural factors 

which have been advanced include: decline in R&D by U.S. firms, smaller 

productivity increases in the U.S.-, technology transfer, government regula 

tions on U.S. Industry, a lack of aggressiveness on the part of U.S. exporters 

and protectionism abroad.

Each of these structural factors is discussed in section three, which 

also examines changes in the commodity structure of international trade on a 

more disaggregated level. Examination of the changes at a disaggregated 

level provides important detail on emerging trade patterns and helps to 

identify the factors contributing to changes in the structure of trade. The 

final section summarizes our results and makes policy recommendations.

I. THE HISTORICAL RECORD

The United States emerged from World War II relatively unscathed with 

its capital stock intact and with a comparative advantage in research and 

development. Numerous studies have shown that technological factors (R&D 

expenditures, human capital) characterize United States exports. As the 

reconstruction of Europe and Japan proceeded, the United States lost many of 

its traditional exports to these rapidly expanding economies. Expanded mar 

kets overseas enabled local firms to achieve economies of scale, and during 

the 1950s elastic factor supplies kept costs down. Productivity increases 

overseas were not matched by cost increases.

As the storehouse of United States technology was depleted, the gap 

between the United States and the rest of the world narrowed, and its export 

surplus should have also been reduced. With technological change, however,

25-472 O - 18 - S
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the United States could maintain an export surplus, as long as it continued 

to expand its export bundle through the development of new technologies and 

products.

Although there lias dramatic growth in Europe and Japan through capacity 

expansion and increases in efficiency, this confluence of economic structures 

was not fast enough to eliminate the United States balance-of-trade surplus 

during the 1950s and 1960s. The line between traditional exports and imports 

was moving against the United States as more products could be produced 

relatively cheaply overseas, but the United States kept expanding its export 

bundle through technological advance.

The U.S. surplus on merchandise trade peaked in 1964 and declined there 

after, finally becoming negative in 1971. By the end of the 1960s, Germany 

and Japan were recording record trade balance surpluses. There was consid 

erable discussion at the time whether the deterioration in the U.S. trade 

balance was the result of excess credit creation in the United States or if 

it reflected a continued secular decline in U.S. comparative advantage.

Several authors have argued that the deterioration in the trade account 

was the result of systematic technical change. Samuelson (1964, p. 153), 

in commenting on U.S. balance of payments problems, spoke of the "technolo 

gical miracles of growth abroad" and the "reducing of the technological gap."

More recently, Kindleberger (1974) attributed the deterioration to the 

loss of dynamic comparative advantage as the United States failed to develop 

new sources of comparative advantage as it lost old sources. He suggested 

that the United States economy was undergoing a climacteric while the 

Japanese economy was in ascendency. According to Kindleberger, sometime during 

the last ten to fifteen years the United States research-and-development
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structure ceased to develop new export possibilities fast enough to maintain 

the technological gap. What began as imitation overseas gave way to the 

development of new products and processes.

Figures 1 and 2 compare the United States', United Kingdom's, Germany's 

and Japan's trade shares in manufactures and all commodities as a percentage 

of industrial country exports. The decline in the U.S. sharfe^ of both total 

exports and manufacturing exports is evident in the figures. The U.S. share 

of total exports declined from over 25% in 1960 to less than 20% in the 1970s. 

Meanwhile, Germany's share of total exports rose from 15 to 18% and Japan's 

rose from 5% to over 10% after 1970. The U.K.'s share of total exports fell 

from 5 to 3.5%.

Manufactured exports reveal more pronounced changes. The U.S. share 

fell from almost 22% in 1962 to 15-16% in the 1970s. Germany's share rose 

above 20% in the early 1970s before declining back to its historical level 

of 18-19%.

The most dramatic changes occurred with Japan and the United Kingdom. 

Japan's share rose from 7% in 1962 to 13-14% in the 1970s. The appreciation 

of the effective exchange rate for the yen (16% since 1970) does not seem to 

have affected Japan's share. On the other hand, the U.K.'s share of manu 

factured exports has declined steadily from a high of 14% in 1962 to ap 

proximately 8% in 1975 and 1976. Apparently, the depreciation of the pound 

(34% on an effective exchange rate basis since 1970) has not Influenced their 

share.

Although we would expect the U.S. share of exports to decline while 

foreign countries were in the process of rebuilding, the reconstruction was



U.
S.
 

GE
RM
fl
NY
 

Jf
lP
fl
N 

U.
K.

30 25 20 15 10 0

F
ig

u
re

 
1

IN
DI

VI
DU

flL
 C

OU
NT

RY
 E

XP
OR

TS
flS

 f
l 

PE
RC

EN
Tfl

GE
 O

F 
IN

DU
ST

RI
flL

 C
OU

NT
RI

ES
' 

EX
PO

RT
S

to oo

60
 

62
 

64
 

66
 

68
 

70
 

72
 

74
 

76

SO
UR

CE
:

IM
F 

IN
TE

RN
flT

IO
Nf

lL 
FI

N
flN

C
Ifl

L 
ST

flT
IS

TI
CS



Fi
gu

re
 2

U
.S

. 

GE
RM

flN
Y

u
n

rn
N

U.
K.

P E R C E N T

22 20 18 16 14 12 10 8

IN
DI

VI
DU

flL
 C

OU
NT

RY
 S

Hf
lR

ES
 

OF
 T

OT
flL

 O
EC

D 
Mf

lN
UF

flC
TU

RE
S 

EX
PO

RT
S

62
 

64
 

66
 

68
 

70
 

72
 

74
 

76

SO
UR

CE
:

OE
CD

 T
Rf

lD
E 

SE
RI

ES
 C

to CD



130

largely accomplished by the early 1960s. Why then did the decline continue 

and accelerate in the latter 1960s?

The disagreement which is the important question in this analysis is 

whether the deterioration of the United States export position in the latter 

1960s was due to monetary factors through increases in credit creation in the 

United States, or whether it was due to structural factors and technological 

change. If the deterioration was a one-time loss due to excess demand and 

inflation, then the depreciation of the dollar will reverse the trend. How 

ever, if the deterioration in the United States trade balance was due in part 

to systematic technical change and a loss of dynamic comparative advantage, 

then devaluation of the dollar will not reverse the trend or correct the 

underlying cause.

Table 1 contains data on price and exchange rate indices over different 

periods. During the latter 1960s, the U.S. export price index rose relative 

to most of the other major countries. At the same time, however, the in 

creases in productivity, industrial productivity, and real investment expen 

ditures were smaller in the: U.S. than in most countries overseas. Table 2 

contains the changes in these variables over different time periods.

Studies of longer-term trends of U.S. trade done in the early 1970s 

concluded that the deterioration was the result of structural changes in the 

U.S. competitive position. For example, Branson and Junz, (1971, p. 355) 

concluded:

"...while aggregate demand factors were important in the late 
1960s, a structural movement underlies the changing U.S. trade 
position, operating independently of the state of aggregate 
demand."
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Several reasons were given for the secular decline. Nordhaus (1972) 

attributed the decline to a fall in rate of productivity growth in the 

United States. The growth in output per manhour in the U.S., which had aver 

aged 3.1 percent between 1945 and 1955, fell to 2.15 percent between 1955 

and 1965 and declined further to 1.88 percent between 1965 and 1971. Of 

the nine major countries we are considering, the U.S. had the smallest 

Increase in industrial productivity between 1965 and 1970, and the second 

smallest increase, behind the United Kingdom, between 1970 and 1976. The 

ranking was the same for productivity, measured as output per manhour, for 

the seven countries for which data were available.

The relative productivity decline in the United States has been at 

tributed to changes in the industrial structure, in particular to the large 

shift towards industries with low productivity growth such as services and 

government. Another possible source of the relative decline in output per 

man hour is the lower rate of investment in the United States. Table 2 also 

compares gross private domestic investment expenditures as a percentage of 

GDP in the major countries. The United State? has the smallest percentage of 

GDP devoted to investment at 17-18 percent vhile Germany allocates 25% and 

Japan allocates more than 32% of gross domestic product to investment. The 

United Kingdom had the second smallest percentage with 18-19 percent. Note 

that real investment growth is also consistently smaller in the U.S. and the 

U.K. than in Japan.

Technological change also could have caused the differences in produc 

tivity growth. Historically, the United States, in absolute terms, com 

mitted more resources to research and development effort than any of its
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major competitors. Even relative to total national resources the United 

States R&D effort was greater than overseas.

During the 1960s the United States devoted more expenditures as a 

percentage of GNP to R&D than any of the other countries and had more R&D 

personnel per 1000 in the labor force than any of the other OECD countries. 

Since then there have been significant changes in the patterns of R&D among 

the leading countries. Table 3 summarizes the changes. Between 1963 and 

1971, U.S. expenditures on R&D only grew by 3 percent annually while R&D 

personnel also increased by only 3 percent. Germany, on the other hand, had 

an annual growth rate of expenditures on R&D of 11 percent, while R&D per 

sonnel were increasing at a rate of 6 percent per year. Japan's annual 

growth rate of expenditures on R&D was almost 15 percent during the period, 

while its R&D manpower was growing at approximately 5 percent.

Table 3 also gives changes in the relative amount of resources devoted 

to R&D in the period 1963-64 to 1971. Notice that the United States expen 

ditures on research and development as a percentage of GNP fell from approxi 

mately 2.7 percent in 1963-64 to 2.5 percent in 1970-71, while the number 

of qualified R&D manpower per 1000 in the labor force increased slightly 

from 12.9 to approximately 13.6 percent. Germany had the most remarkable 

change. In 1963 Germany averaged 1.4 percent of its GNP allocated to re- 

se.arch and development expenditures and approximately 6.9 of every 1000 

workers qualified as research and development personnel. In 1970, 2.1 per 

cent of GNP was expended on research and development and the number of 

qualified personnel rose to 10.6 per 1000.
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Between 1963 and 1971, all of the major countries increased their share 

of GNP allocated to R&D except the United States and the United Kingdom. 

Although these data are now seven years old, they indicate a trend which 

newspaper accounts have suggested is continuing. More recent cross country

data are not yet available but an article by Mitchell Lynch in the Wall
* 

Street Journal cited a recent National Science Foundation study which found

that U.S. expenditures on R&D in 1975 were only 2% of GNP. The current 

estimate for Germany was 2.3% of GNP. Since research and development can 

be expected to have a lagged influence on trade performance, these data from 

the early 1970s may be reflected only recently in trade patterns.

These changes in the relative amounts of resources devoted to research 

and development could explain the difference in productivity growth and the 

changes in the pattern of trade among the major countries. Empirical evi 

dence on the effects of increased R&D on the pattern of trade is lacking but 

studies of the characteristics of German exports suggest that they are be 

coming more skill intensive. Stern (1976) found that the human capital con 

tent of German trade increased substantially between 1962 and 1969. Using 

a cross-sectional study of 25 German industries, he found that there was a 

marked increase in the coefficient on his human capital variable in an 

equation explaining German trade patterns between the years 1962-69.

The increase in the foreign direct investment activity of the United 

States multinational corporations during the 1960s has also been identified 

as a possible cause of the change in U.S. trade patterns. The hypothesis 

advocated by labor groups is that U.S. multinational corporations trans 

ferred technology overseas, thereby eroding the United States comparative 

advantage. However, it cannot be conclusively proven that U.S. multinational
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corporations eroded U.S. comparative advantage, for we do not know what would 

have happened in the absence of foreign direct investment. These firms may 

have had little discretion in their decision to invest overseas. They may 

have been reacting defensively to local firms in the foreign market who were 

about to capture their market shares.

If these factors were responsible for the deterioration in the U.S. 

trade position, then it is likely that U.S. export performance will continue 

to lag. It is important to determine how much of the decline in U.S. export 

shares in the latter 1960s was due to systematic structural changes because 

the reasons cited for the structural decline are still present- today.

Table 2 shows that the U.S. productivity increases are still smaller 

than in most of the: leading OECD countries, including Germany and Japan. 

Investment as a share of GNP is smaller than in all of the other countries and 

the growth rate of real investment is lower than in most countries. As men 

tioned earlier, the U.S. research and development effort has0 been declining 

relative to the other leading countries.

Finally, U.S. multinational corporations are continuing to expand over 

seas. In an econometric analysis, Aho (1977) has shown that there was little 

change in U.S. foreign direct investment behavior after the devaluations. 

U.S. investment overseas in manufacturing plant and equipment is now 25-30% 

of the same investment in the United States. This is well above its value 

in the latter 1960s and early 1970s when the ratio never rose above 20%.

In order to identify the effects of these factors aggregate trade shares 

are inappropriate. Instead, it is necessary to examine changes in the compo 

sition and structure of trade. The depreciation of the dollar will increase



138

U.S. export shares but in what commodities and to which markets? What is 

the U.S. export performance in those commodities which traditionally re 

flected U.S. comparative advantage? How is the U.S. performing relative to 

her major competitors in those technically sophisticated commodities? The 

analysis in the following section will compare U.S. export performance with 

that of the other major industrial countries in the context of a constant- 

market-share analysis to determine changes in U.S. competitiveness over time 

and with respect to other countries.

II. CONSTANT-MARKET-SHARE ANALYSIS OF INDUSTRIAL 
COUNTRY EXPORT STRUCTURE, 1965-76

Constant-market-share analysis (CMS) provides a summary measure of a 

country's export performance vis-a-vis its major competitors. The analysis 

allows for differences in the commodity composition and market distribution 

of a country's exports. It decomposes a country's change in exports Into 

the change due to the increase in world trade, due to commodity composition, 

due to market distribution and due to a residual competitive effect. The 

competitive residual represents all other price and non-price factors which 

vould influence a country's export performance.

The basic element of the analysis is the comparison of a country's actual 

export level with the level the country would have achieved had it main-
Q

tained a constant share. At the level of total exports this implies the 

hypothetical exports for 1970 would be

US
_ US V
V - 70 'V 

70 v 70

65
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_ us
where V is the hypothetical level of U.S. exports in 1970, V and

70 US 65 
V are total OECD exports in 1965 and 1970, and V is the actual value
70 65 

of United States exports in 1965. Alternatively, this can be expressed in

terms of growth rates

_ US US 
V = r V 

70 65

where r is the actual increase in OECD exports.

Most of the tables which we present will compare the hypothetical 

export level with the actual level. If the deviation obtained by sub 

tracting the hypothetical from the actual is positive, then the market share 

is increasing. If the deviation is negative then the market share is de 

creasing. These deviations can be calculated for commodities, partners and

commodities by partner. A comparison of deviations across countries can be

g useful in assessing a country's competitiveness.

The basic data used were taken from OECD Trade Series C. Export data 

for the major OECD countries were assembled for the 1962-76 period. The 

countries covered were the United States, Germany, Japan, France, Italy, 

the United Kingdom, Canada, Belgium-Luxembourg, the Netherlands, with the 

remaining OECD countries considered as a group. The data were classified 

according to Standard International Trade Classification (SITC) and were 

disaggregated to the one-digit level for categories 0-4 and 9 and at the two- 

digit level for the manufacturing industries, SITC categories 5 through 8.

Table 4 shows total exports and commodities at the one-digit level of 

disaggregation for these countries' exports to the world. The four time 

periods shown, 1965-70, 1970-73, 1973-76 and 1970-76 will be the ones on
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which we shall focus in the rest of the pap&r. Market share data for these 

commodities for 1965, 1970, 1973 and 1976 are given in Appendix Table 1.

For total exports the U.S. had negative deviations for all time periods. 

The U.K. also consistently had negative deviations while Japan consistently 

had positive deviations.

The U.S. performance varied among the one-digit categories. Food 

(SITC 0) was alternatively positive and negative by $2-3 B. In the manu 

facturing sectors (SITC 5,6,7 and 8) the U.S. had negative residuals in all 

four categories between 1965 and 1970 and 1970 and 1973. Although all four 

showed small positive deviations between 1973 and 1976, the deviations for 

all four categories were negative for the whole period from 1970 to 1976.

The largest negative deviations were in machinery and transport, where 

between 1970 and 1976 -$5978 M was the largest negative deviation in any 

category experienced by any country. The U.K. decline of -$5957 M in the 

same category for the same period was the second largest. At the same time 

the Japanese positive deviation in machinery and transport was $11977 M, 

the largest in any category.

The U.S. decline in machinery and transport is significant for two 

reasons. First, machinery and transport equipment exports account for 43% 

of total U.S. exports. Secondly, each of the subcategories under SITC 7 has 

been identified as among the most R&D intensive industries. Chemicals, 

another category characterized as among the most R&D intensive industries, 

showed the largest percent decline, from 23 percent in 1965 to 19.8 percent 

in 1970 and to 16.7 percent in 1976.
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DEVIATIONS FROM CONSTANT SHARE NOflMS AT THE ONE-DIGIT SITC LEVEL,
1965-70, 1970-73, 1973-76, and 1970-76

(S Millions)

One-Digit 
SITC

Food (0)

Beverages 
«nd 

Tob*cco 
(1)

(Except

(2) 

Fuel* (3)

F*t. 
•ad

<4>

(5) 

Material*

Machinery
•nd

Transport 
(7)

Miscellaneous 
Manufactured 
Articles 

(8)

Hot

(9)

Total 
Exporca

1965-70 
1970-73 
1973-76 
1970-76

1965-70 
1970-73 
1973-76 
1970-76

1970-73

1970-76

1965-70 
1970-73 
1973-76 
1970-76

1965-70 
1970-73

1970-76 

1965-70

1973-76 
1970-76

1965-70

1970-76

1970-73

1965-70 
1970-73 
1973-76 
1970-76

1965-70

1973-76 
1970-76

1973-76

United

-1690 
3301 

-2258 
2617

-93
-222 

164 
-132

1073

155

-106 
-1232 

404 
-2395

-179
-151

-205 

-613

158 
-1803

-514

-1682 

-4193

.-586
-650 

491
-494

-6

490 
-914

-1723

396 
561 
-27 
801

11 
66 

104 
192

311

3S4

-297 
-123 
-976 

-1255

25
101

104 

254

-1088 
-169

3020

77 
442 

-360 
310

131

177 
283

-6997

129 
-433 
-411 

-1050

-1 
-9 
45 
33

159

114

-6 
5 

-93 
-BO

-15 
-7

-11 

223

-4 
-158

268 
-703 

90 
-975

79

6 
299

7280

Cnltad

-57 
70 
-8 
96

20 
-224 
-21 

-320

18

-149

-185 
4 

186 
194

-5
4

8

-386

108 
-380

-216 
-294 
-42 

-488

-12*

-338 
-295

-3499

J39 
632 

-920 
307

47 
421 

-356 
207

338

204

-209 
72 

-116 
48

16 
50

77 

-103

-514 
29

302

552

2903

-174 
614 

-537 
394

-36

-25 
-110

4066 
-2379

-232 
-446 

89 
-571

44 
120 

19 
ISO

-1

-40

-35
44 

-806 
-706

9
11

20 

-211

20 
43

421

4B9

-383 
-2073

401 
-388 

708 
120

-102

84 
88

-1056 
-1056

Belgium-

288 
179 
-83 
181

-8
42 
14 
70

27

-144

-61 
71 

125 
287

14 
18

51 

257

91 
989

6
461

-117 
359
43 

642

-11 
216 

-327 
-1

24

361 
499

1780 
-3006

Kether-

-346 
-209 

430 
122

20 
56 
34 

108

209

170

255 
818 

-589 
1270

45
31

43

310

195 
1324

-38 
553

-413 
313
-55
468

78 
213 
-43
280

-18

-19
-54

-5
3075
874

-562 
-312 
-264 
-724

19 
-129 

-72 
-244

-3

-546

260 
642 

-298 
1159

3
-12

-5 '

29

170 
-285

-88
-1746

2988
-1739
-1171 
-4072

91
-41 
-16 
-78

37

30
-81

1734
-4045 
-1933

25-472 O - 78 - 10
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Meanwhile, the U.K. h«id negative deviations in all manufacturing indus 

tries in almost every period. Japan had large positive deviations in manu 

factured materials and machinery and transport in almost every period. Germany 

had positive deviations as large as $2-3 B between 1970 and 1973, followed by 

large negative deviations between 1973 and 1976. Germany's share in each of 

the manufacturing categories was virtually the same in 1976 as it was in 

1970.

We will examine the commodity structure of trade on a more disaggregated 

level in the next section. Table 5 contains a similar analysis for the market 

structure of trade for manufacturing exports. Appendix Table 2 contains the 

same information for total trade.

In Table 5 the deviations are shown for each of the nine countries 

trading with fourteen partner countries or groups. By holding the desti 

nation constant we can compare the performance of different exporting nations 

competing in a common foreign market. The table covers three time periods 

from 1970-73, 1973-76 and 1970-76. By focusing on those periods we can 

assess how well the U.S. did both before and after the second devaluation of 

the dollar.

Between 1970 and 1973 the U.S. share decreased in 11 of the 13 partner 

areas. The largest decrease in dollar terms was in the EEC9 where the 

deviation was almost -$4 B. In the period from 1970 to 1973, Germany out 

performed the U.S. in 11 of 13 market areas and Japan had the advantage in 

9 of 12.

The U.S. performance improved over the period from 1973 to 1976, as 

shares decreased in only 2 of the 13 market areas. The largest increase 

was in the: Middle East ($1058) which was the most rapidly growing import 

region over the period.
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DEVIATIONS FROM CONST ANT-SHARE NOWlS FOR MANUFACTURINC EXPORTS,

Partner

United 
States

New Zealand 
South Africa

EEC-9

Other
Developed
Europe

Developing

BMtern
Europe

Africa

Caribbean

South
America

Kiddle 
Bast

and

P.rlod

1970-73

1970-73

IS 70-76

1970-73
1973-76
1970-76

1973-76 
1970-76

1970-73

1970-73
197>76
1970-76

1970-73

1970-76

1970-73
1973-76
1970-76

1973-76

1973-76
1970-76

1970-73
1973-76
1970-76

1970-73

1973-76

1970-73

1970-76

United
States

-

46

649

-157
68

-97

340 
261

-3902

-550
188

-625

-462

-498

36
310
379

171

19
-65

-S59
704

-239

-117

164

128

-1355

(S Million.)

Germany

475

29

-59

121
-152
-19

-333
41

1943

304
-399

61

129

212

1154
-1236

B46

-41

-260
-127

126
-496
-274

9?

-203

-5

788

Japan

-7

11

74

_
-

311 
1189

1006

204
330
635

-9

318

-40
1202
1144

-176

229
1055

479
18

796

391

-10

-310

-805

United
Kingdom

296

-149

-609

-31
-66

-105

-720 
-1293

-670

-192
-302
-623

-293

-547

-386
-411

-1102

230

-108
-416

-119
-113
-317

-248

-649

175

-666

Franc*

132 
177
364 

37

14

99
-32

68

106 
70

1180

94B 

181
-143

133

209

179

-55
111

407

23
-182

139
-137

120

-392
-1468

439

21

-181

Italy

-209 
-120
-386

I

12

51
1

59

-91 
-69

-612

37

-71
167'

60

40

140

-480
-389

-1244

14

-45
-263

-37
51
-7

125 
-244

-93

8

-34

Luxembourg

168 
-555
-323 

23

0

32
-65
-32

-21 
46

549 
-541

338 

16
41
72

35

-16

114
-152

SI

-36

-28
-26

47
-112
-35

SI 
-570

118

4

3

Nether 
lands

84 
-163

-24 

-26

-76

4
-18
-15

-60 
-68

850
-940

375 

198
-177

118

78

-13

62
-132
-23

79

-72
-123

57
-193
-98

37 
-167

-108

-1

2485

C*oada

-1325 
928

-1003

-

-76
-11
-91

SO 
-175

-941 
-305

-1676 

-34
-13
-62

-39

-71

-12
-1

-24

43

22
-94

-191
222
-96

35
59

-27

0

-1
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The U.S. performance improved with respect to Germany as Germany only 

outperformed the U.S. in one of thirteen markets. The story is slightly 

different with respect to Japan. Japan continued to outperform the U.S. in 

seven of twelve areas. Over the whole period from 1970 to 1976, Japan out 

performed the U.S. in eleven of twelve areas even though the yen appreciated 

by 21 percent relative to the dollar. Japan's adjusted unit value did rise 

less quickly over the whole period but only slightly less (78 versus 82 

percent).

This implies two things: First, one of the factors often cited for the 

lagging export performance, increased protectionism overseas, cannot explain 

the superior performance of Japan in markets where they must compete on an 

equal basis. Secondly, it calls into question the cyclical explanation of 

U.S. deficits. Obviously, the level of income in foreign markets common to 

both Japanese and U.S. exporters is the same. The cyclical explanation still 

has validity to the extent low aggregate demand in Japan makes more goods 

available for export, but that should already be reflected in the export 

unit values.

Finally, it is interesting to note that Japan had a better performance 

than the United Kingdom in all but three cases. One of those was trade with 

EEC after 1973. Japan's deviation of $732 M was exceeded by the U.K.'s 

$1050 M which was to be expected given the U.K.'s integration into the 

European Community.

We turn now to a constant-market-share analysis which allows comparison 

of export performance across countries while taking into account the commodity 

and market structure of a country's exports. This analysis was used to
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compare the export performance of the leading OECD countries for three 

separate time periods (1965-70, 1970-73 and 1973-76), to see if and how the 

realignment of exchange rates affected U.S. export performance relative to 

other industrial countries.

The analysis was done at the one-digit SITC level for the nine OECD 

countries' exports to the fourteen different market areas. Total exports 

and manufacturing exports were analyzed separately to compare individual 

country export performance both in total exports and in industrial products, 

and to abstract from changes in agricultural and petroleum trade in the 1970s. 

The results of the analysis for total exports are given in Table 6. The 

results for manufacturing exports alone are given in Table 7.

Both tables separate the change in exports into the change due to the 

growth in world trade, commodity composition and market distribution and the 

competitiveness residual. All of the effects are expressed as percentages, 

where the actual change in exports over the period is used to normalize. 

Table 8 contains the dollar value of the competitive residuals for both 

manufacturing and total exports for the different time periods.

Table 6 shows that the growth in world trade accounted for 145.7 per 

cent of the increase in U.S. exports between 1965 and 1970. U.S. exports 

were concentrated in commodities growing at a slower rate than overall trade 

(commodity effect = -6.6) and they were going to regions growing less quickly 

than overall trade (market effect = -6.0). The negative residual of -33.1 

percent translates into more than -$5 B. That was the largest negative 

residual in dollar terms for the period from 1965 to 1970. It was second in 

percentage terms, only exceeded by the U.K. at -68.1 percent. Japan had the 

largest positive residual in both dollar and percentage terms.
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IABLE 6

CONSTANT-MARXET-SHARE ANALYSIS OF TOTAL EXPORTS OF SELECTED OECD COUNTRIES:
1965-70, 1970-73, 1973-76 and 1970-76

(Percentage)

CHANGE IN EXPORTS DUE TO:

Country
Increase in 
World Trade

Commodity 
Composition

Market 
Distribution

Increased
Competitiveness

(Residuals)

United
States

Germany

Japan

United
Kingdom

France

Italy

Belgium
Luxembourg

Nether 
lands

Canada

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73 
1973-76
1970-76

1965-70
1970-73 
1973-76
1970-76

1965-70
1970-73
1973-76
1970-76

1965-70
1070-73
1973-76
1970-76
1965-70
1970-73
1973-76
1970-76

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73 
1973-76
1970-76

145.7
117.8
104.3
114.2

92.4
78.7 

121.0
93.5
65.4
84.7 
75.1
75.3

184.3
130.7
123.8
134.7

109.9
76.9

112.7
88.7
100.3
111.7
94.3
103.8

102.7
83.3

129.2
100.8

100.1
74.5
94.2
78.7
80.1

146.9 
114.8
138.6

-6.6
- .1
- .6
1.8
4.5
.2 

4.3
2.6
.1

-.7 
-.4

-1.6

2.9
-1.5
1.1

0
-6.5
1.4

-4.1
-.4

-1.2
2.0
2.1
2.6

1.9
-1.9
-5.7
-4.4

-10.4
3.6
7.9
5.1

-12.4
-4.3 
4.0

-2.8

-6.0
-7.6
2.2

-5.4

3.2
4.8 

-4.0
1.9

-1.4
. -7.2 

.2
-4.5

-19.2
-5.4
13.8
2.8

-3.0
4.6

11.2
11.0

2.2
7.3
5.5
7.2

-1.4
6.0

-5.3
2.5

6.6
4.1

-2.6
1.8

11.2
-6.1 

-24.2
-19.5

-33.1
-10.1
- 5.9
-10.6
- .1
16.3 

-21.3
2.0

35.8
23.2 
25.0
30.8

-68.1
-23.8
-38.6
-37.6
- .5
17.0

-19.9
.8

-1.3
-21.0
-1.9

-13.6
-3.2
12.6

-18.3
1.2

3.7
17.7

.4
14.4

21.2
-36.5 

5.4
-16.3

Source: Export data taken from OECD Trade Serle^C. Derivation as described in the text. 
The various effects are normalized by the actual increase in the country's exports 
over the period.
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CONS TAUT-MARKET-SHARE ANALYSIS OF MANUFACTURING (SITC 5. 6, 7 : 8)
EXPORTS OF SELECTED OECD COUNTRIES: 1965-70. 1970-76, 1970-73 and 1973-76

(Percentage)

CHANGE IN EXPORTS DUE TO:

Country

United
States

Germany

Japan

Doited
Klngdoa

_ ran

Italy

Belglua-
tux en hourg

Rethat-
Uada

Canada

Period

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73 
1973-76
1970-76

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73
1973-76
1970-76

965-70
970-73
973-76
970-76

965-70
97D-73
973-76
970-76

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73
1973-76
1970-76

1965-70
1970-73 
1973-76
1970-76

Increase In
World Trad*

137.1
165.9
88.8

117.3

95. 8
79.0 

123. 9
94.9

66.9
83. 2
72.6
72.8

192.6
132.2
128.3
139.8

104.0
83.0

100.0
87.9

91.0
112.4
92.5

103.0
105.0
84.5

164.8
107.6

103.6
74.7

100.8
81.9

55.0
203.2 
118.6
170.0

Coonodlty
Composition

5.7
2.5
4.2
6.5

2.4
.6 

2.3
1.6

-2.0
-.7
-.4

-1.5

2.3
.2

-.7
.5

-2.1
-.2

.5
-.5

.6

.4
-2.1
-.6

-8.1
-2.6
-9.4
-6.6

-1.6
.0

-.3
-.1

-4.0
-1.7 

.7
-1.1

Market
DlBtributlon

-16.5
-8.5

.0
-5.5

5.3
4.0 

-4.8
.8

-1.9
-7.7

.4
4.3

-16.3
-3.5
17.8
6.2

-2.1
5.4

11.7
13.1

3.8
6.9
7.7
7.6
9.S
6.4

-8.6
1.5

7.0
5.7

-5.1
1.6

15.!
-24.2 
-32.9
-33.6

ner eased Conpetl-
Llvenes* (Realdual)

-16.
-39.

7.
-16.

• -3.
16. 

-21.
2-

37.
25.
27.
33.

-78.
-30.
-45.
-46.

11.
-12.

-•

4.
-19.

2.
-10.

-6.
11.

-26.
-2.

-9.
19.

16.

33.
-77. 

13.
-30.
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The results are similar for manufacturing exports. The U.S. had the 

second largest negative residual in percentage terms and also in dollar 

terms. The U.K. negative residuals apparently came in manufacturing exports 

as the dollar value (-$4 B) was nearly the same for both breakdowns. Japan 

again had the largest positive residuals, as will be true for most of the 

rest of this analysis. Japan's performance as measured by the competitive 

residual is primarily determined by her performance in manufacturing.

For the whole period from 1970 to 1976, the U.S. performed relatively 

poorly. In total trade, U.S. residuals were negative in both subperiods as 

well as over the entire period. The -10.6 percent residual (-$7190 M) was 

the fourth worst. In manufacturing exports, the -16.3 percent ($-$7440 M) 

residual was the third worst, exceeded only by those of the U.K. and Canada.' 

The performance for total trade was better because the improvement in 

agriculture over the period helped to offset the decline in manufactures.

The results for total exports and manufacturing exports differed for 

the two subperiods. Total exports had negative competitive residuals in 

both subperiods, but in manufacturing, the U.S. had its only positive 

residual (7.0 percent or $2104 M). This still was not enough to outweigh 

the decline for the 1970-1973 period, and the manufacturing competitive 

residual for the whole period was negative.

Two unambiguous results emerge from the constant-market-share analysis. 

Japan did exceptionally well in all periods despite the appreciation of the 

yen. The United Kingdom, on the other hand, did very poorly even though 

the pound was devalued in 1967 and depreciated in the aftermath of the col 

lapse of.the Bretton Woods system. The U.K.'s competitive residuals in
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dollar terms ranged from -$2.6 B to -$5.6 B. Japan had residuals ranging 

from $3.8 B to $7 B.

Germany's performance was mixed. Competitiveness residuals were 

positive and large between 1970 and 1973 but they were large and negative 

between 1973 and 1976. Still, Germany was able to hold her 1970-share 

despite the sustained appreciation of the D-Mark amounting to 32 percent on 

an effective exchange rate basis. After Germany's export unit values are 

adjusted for exchange rate changes, Germany had one of the largest increases 

in unit value witnessed over the period.

This analysis provides evidence that substantial changes had occurred 

in the United States trade patterns during the 1960s and that these changes 

have persisted since the two dollar devaluations. If the United States 

deterioration on the trade account had been due to a one-time decrease be 

cause of excess demand inflation in the United States, one would have ex 

pected that the trade shares of the United States would have increased (or 

stabilized) after the substantial devaluation of the dollar with respect to 

the major currencies. This trade share analysis demonstrates that this, in 

fact, has not happened.

Th«re are many practical and theoretical problems associated with con 

ducting a constant-market-share analysis. Practical problems include the 

choice of base years and periods for analysis and the choice of a standard 

group of countries for comparison. Theoretically, the competitive residual 

represents the interaction of both supply and demand factors and the general 

equilibrium system behind them. In the next section we go on to investigate 

the factors, both price and non-price, that could cause market shares to
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change. In addition, we examine recent changes in the commodity composition 

of trade at a more disaggregated level to see if we can determine if there 

are structural changes occurring and what are the possible causes.

Ill CHANGES IN THE COMMODITY COMPOSITION OF TRADE AND THEIR CAUSES

One of the most important factors by which competitiveness is tradi 

tionally measured is changes in relative prices. Changes in relative prices 

have generally been in favor of the U.S. and the U.K. in recent years (see 

Table 1). Nevertheless, both of these economies have had lagging export 

performances as measured by our constant-market-share analysis.

Apart from changes in relative prices, several non-price, structural 

factors could be responsible for the lagging U.S. export performance. These 

include falling research and development expenditures by U.S. industry, lower 

productivity growth in the U.S. caused in part by smaller growth in invest 

ment, technology transfer by U.S. corporations, government regulations on 

U.S. industry, a lack of aggressiveness on the part of U.S. exporters and 

protectionism abroad. We have argued earlier that protectionism could not 

explain the superior performance of Japan vis-a-vis the U.S. in many export 

markets overseas.

Aggressiveness is a factor often cited for the superior performance of 

Japanese and German exporters. However, it is difficult to separate out 

aggressiveness in marketing from other non-price factors such as product 

quality and performance.
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Although they should affect the competitiveness of U.S. exports, stricter 

government regulations on industry are a relatively new phenomenon and cannot 

explain th«: long-term decline. However, to the extent they raise costs, they 

could hamper U.S. exports, other things being equal. To arrive at an empiri 

cal estimate would require comprehensive empirical information on the cost 

and demand functions at the microeconomic level. In the analysis which 

follows these regulations should be reflected in the price variable, adjusted 

unit value.

Besides price, the remaining factors comprise what we feel are the 

important variables affecting U.S. comparative advantage in the long run. 

The hardest factor to identify is the effect of technology transfer. U.S. 

firms investing overseas have been accused of eroding U.S. comparative advan 

tage based upon differences in technology. The difficulty comes in addressing 

the counterfactual question: What would have happened had the firms not 

invested overseas? Further, it is hard to separate technology transfer by 

irultinational corporations from the observed decline in basic research by 

U.S. industry. Those same industries which do the most R&D, whether measured 

by the number of scientists and engineers in the workforce or as a percentage 

of sales, are also responsible for the bulk of U.S. foreign direct investment.

Of the remaining variables, price, productivity and investment activity 

can be quantified and used to try to explain observed changes in market 

shares. Learner and Stern (1970) suggest that the residuals from a constant- 

market-share analysis could be used as a dependent variable to be explained 

by changes in relative prices and other factors which would affect the size 

of the. competitive residuals.
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Our hypothesis, expressed in the first section, is that the decline in 

U.S. export shares in the latter 1960s which continued at a more moderate 

rate in the 1970s, reflects more than a change in price levels. Systematic 

technical change and international differences in productivity growth could 

cause U.S. comparative advantage to decline over the longer term. The lower 

rate of growth of investment and industrial productivity, the smaller share 

of material resources devoted to investment and the decline in R&D effort — 

all structural factors — could influence the pattern of comparative advan 

tage over the longer run.

In order to test whether price or non-price factors are responsible 

for recent changes in trade patterns, we set up a simple linear regression 

to try to explain the competitive residuals derived from constant-market-share 

analysis. The residuals were related to adjusted unit value indices (from 

Table 1), industrial productivity (Table 2) and the share of investment in 

GDP (Table 2). Theory would predict that the residuals would be negatively 

related to price and positively related to increases in productivity and the 

share of investment in GDP (in part proxying the "newness" of the industrial 

base).

Equations 1-4 contain the results for the 1970s for manufacturing. 

Similar results were obtained for the 1960s so that we confine our attention 

to the more recent period which included the exchange rate realignments.

PERIOD

(1) RES » -.29 + .03 AXPI + .52IGDP (1970-76) 

(.24) (5.01) R2 = .91
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	PERIOD

(2) RES = .02 - .13 AXPI + .49IGDP (1970-73)

(.38) (3.04) R2 - .53

(3) RES = .08 - .18 AXPI + .19 IP (1973-76)

(2.30) (2.60) R2 = .41

(4) RES = .01 - .36AXPI + .27IGDF (1973-76)

(2.89) (3.54) R2 = .63

RES is the residual in manufacturing from Table 8 deflated by the 

increase in OECD exports (/1000), AXPI is adjusted unit value, IP is 

industrial productivity, and IGDP is the investment-OOP ratio. Equations 

(1) and (2) use concurrent values. Equations (3) and (4) use lagged values.

Although these results are obtained from a very limited sample, eight 

observations for each period, they suggest that non-price factors are impor 

tant. The industrial productivity or investment-GDP variable entered 

significantly with the correct sign in every equation while the price 

variable did not. The results for the period after 1973, when the largest 

changes in adjusted unit values occurred, showed that both price and struc 

tural components were correlated with the residuals. The higher the AXPI, 

the smaller was the residual. But, in addition, those countries with higher 

IP or IGDP had larger positive residuals.

These results are consistent with the hypothesis of a secular decline 

and lend support to the importance of structural factors. However, we would 

be remiss if we did not qualify the results. With so few observations, out 

lying values for one or two countries can greatly influence the res_ults. Two 

outliers come immediately to mind, the U.K. and Japan.
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Japan has the largest positive residual concurrent with the highest 

IGDP ratio and largest increases in industrial productivity. On the other 

hand, the U.K. has one of the lowest IGDP ratios and low rates of produc 

tivity increase, while consistently having the worst export performance 

record.

An alternative form of evidence would have been a close comparison of 

the two countries' performance. In either case the conclusion would be the 

same, that structural factors are needed to explain the recent changes in 

the pattern of trade. Unfortunately this analysis does not onable us to 

identify with certainty which structural factors are important. In order 

to do that a more detailed analysis of disaggregated trade data is needed. 

However, to the extent the U.S. continues to resemble the U.K. in terms of 

productivity, investment and R&D, there is reason for concern. We turn now 

to a more detailed commodity breakdown to determine whether these results 

are confirmed at a disaggregated level.

Table 9 contains deviations from constant share norms for U.S. exports 

in the thirty manufacturing industries at the two-digit level. Note in 

Table 9 that between 1965 and 1970 there were only four positive deviations. 

Between 1970 and 1976, only nine two-digit manufacturing categories had 

positive deviations. The positive deviations were in fertilizers ($89 M), 

explosives ($8 M), leather manufactures ($20 M), wood and cork ($181 M), 

paper manufactures ($39 M), textiles ($563 M), furniture ($27 M), handbags 

and luggage ($14 M), and footwear ($18 M).

None of these categories is characterized as R&D intensive. The tra 

ditionally R&D intensive industries all had negative deviations indicating
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that the United States market share in those commodities fell between 1970 

and 1976. Some of the; largest deteriorations between 1970 and 1976 were in 

technically sophisticated categories including chemical elements (-$1010 M), 

plastics (-$511 M), nonelectrical machinery (-$1623 M), electrical machinery 

(-$369), transport equipment (-$3699 M) and scientific instruments (-$326 M). 

Each of these categories was identified earlier as among the most R&D inten 

sive industries.

Since all of the deviations for the technically sophisticated products 

were negative between 1970 and 1976, this implies that those sectors did not 

reverse any losses caused by the excess demand inflation of the latter 1960s. 

In fact, in several of the categories the losses were accentuated even 

though the dollar was devalued.

Since our interest was in concentrating on those industrial categories 

which form an important part of United States exports, we separated out for 

closer analysis twelve manufacturing categories which make up the bulk of 

United States exports. These twelve categories include chemical elements 

(51), medical and pharmaceutical (54), plastic materials (58), miscellaneous 

chemicals (59), iron and steel (67), non-ferrous metals (68), miscellaneous 

metal manufactures (69), nonelectrical machinery (71), electrical machinery 

and appliances (72), transport equipment (73), scientific and professional 

(86), and miscellaneous manufactures (89) .

In each of these twelve categories, except medical and pharmaceutical, 

the United States had exports of over $1 billion in 1975 and 1976.17 In 1970 

these twelve categories accounted for 60 percent of total United States 

exports and 88 percent of United States manufactured exports. In 1976 these

25-472 O - 78 - 11
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twelve categories comprised 57 percent of total exports and 86 percent of 

manufactured exports. Most of these categories are those which are tradi 

tionally associated with United States comparative advantage and are either

18
research and development Intensive or sophisticated manufactured products.

From Table 9, we see that the United States had a negative deviation in 

each of these categories between 1970 and 1976. Table 10 contains trade share 

data for these twelve categories for 1965, 1970, 1973 and 1976. The table 

compares United States export market shares with those of the other nine 

OECD countries or groups. The table shows the extent to which the United 

States trade shares have decreased in these important industrial categories.

In chemical elements (51), the United States share decreased from 25 

percent of th«: market in 1970 to less than 20 percent in 1976. In medical 

and pharmaceutical (54), the decrease was from 16.9 to 15.2 percent. In 

plastics (58), the United States share decreased from 16.7 percent to a low 

of 12.8 percent. Miscellaneous chemicals (59) also decreased from 23.5 

to 20.3 percent.

Note that the decreases in these categories followed decreases in the 

1965-70 period. Thus it appears that the United States has continued to 

lose its share in the major chemical categories since the two devaluations of 

the dollar. Remarkably with the decline in the United States trade share in 

the chemical categories, the Japanese share and the German share of the 

export markets have remained substantially the same in each of the four cate 

gories. The largest gainer in these four chemical categories appears to be 

the other OECD classification.
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SITC 
Category

Chemical
Element* <51)

(54)

Plastic
Material* (58)

Iron
cod
Steel
(67)

Metals (68)

Hetal Manu 
factures (69)

Machinery
(Noo-Electrical)
(71)

Machinery
(72)

Transport
Equipment
(73)

Scientific
•ad

(86)

Manufactures
(89)

Source: Bafi l c ex

*Country Bhare of

1965
1970
1973
1976

1973

1965

1973
1976

1976

1965

1973
1976

1976

1970
1973
1976

1965

1973

1970
1973

1965
1970
1973

1965
1970

1976

1970
1973
1976

OECD

United

27.61
25.00

. 20.18
19.81

23.88

13.23
12.78

20.31

8.16

5.11

12.87

12.20

28.54

17.79

21,98

23.21

19.67

15,49
13.97

exporta

IB. 63
20.17
18,78

22.38

26.33
24.38

23.21

18.42

17.95

20.96

19.91

22.42

20.96

21.41

20.15

18.39

16.71
17.57

. QECP Trad

of the coran

8.14
7.31
7.60

8,32
8.20

3,95

16.65

28.00

12.34

11.84

3.50

16.58

9.16

9.21

18.69

17.52
15.88

__Serle9 C.

United

6.85
7.72
8.39

7.11
7.19

10.89

B.51

3.96

10.81

8.22

14.82

7.00

15.17

10.33

7.57

10.57
10.28

9.35
10.23
8.22

8.65
8.85

9.52

9.75

12.49

10.15

8.17

10.04

6.00

7.72

7.77

5.79

6.70

7.60
9.25

4.64
4.29
4.26

7.16
7.10

2.89

3.44

4.75

5.77

7.73

8.09

5.91

5.76

5.30

3.51

3.04

8.92
8.14

Belgtum-

5.25
7.15
6.52

7,62
8.26

2.27

5.64

14.83

0.56

5.03

5.07

2.40

3.40

4.39

3.66

3.40

4.13
4.18

Nether-

5.39
7.52

10.09
10.44

12.80
13.19

8.07

9.41

3.15

3.51

4.10

5.14

2.20

5,93

2,48

2.17

2.11

5.47

4.68
4.74
A. 69

976

.59

.53

.58

.97

.21

.90

.69

.54

1.43

1.01

2.76

2.35

2.84

2.60

2.77
3.74
3.33

2-25

5.67
12.39
9.61

• 52

.98

1.41
1.71

Othtr
OECD

10.60
11.09
10.28
13.02

21.56

23.93

8.09
9.52

9.99
13.29
12.00
12.38

10.28

12.63

20.12

15.16

16.90

11.44

12.00
12.44

10.36

12.59
12.69

B.68
8.46
8.86

21.31

16.09

15.16

odlty to the world.
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In the metallurgical industries, the United States share in iron and 

steel (67) declined from 9 percent to 5.1 percent while the Japanese share 

increased dramatically frotr, 20 percent to 28 percent. Germany's share de 

clined as did the United Kingdom's. Over the longer historical period, the 

Japanese share of iron and steel increased by over 11 percent between 1965 

and 1976, rising from 16.7 to 28 percent.

In non-ferrous metals (68) the United States share declined by approxi 

mately 4 percent while the German share increased by over 4 percent in the 

six-year period for 1970-76. Japan's share also increased slightly. The 

shares in miscellaneous metal manufactures (69) were unchanged between 1970 

and 1976, except for the UK which lost over 2 percent.

The machinery and transport sectors contain three of the most R&D in 

tensive subcategories. In the nonelectrical machinery industry (71), the 

United States share declined from over 25 percent to 23.4 percent, while 

Japan's share increased by over 2 percent from 6.0 to 8.1 percent between 

1970 and 1976. Germany's share increased slightly while the UK lost over 

2 percent. In electrical machinery and appliances (72), the United States 

share decreased slightly from 19.2 to 18.4 percent while Japan increased its 

share by over 3 percent. The overwhelming development in transport equip 

ment was the increase in the Japanese share from 11.9 percent to over 19.6 

percent in the six-year period. Over the longer historical period, the 

United States share fell by almost 4 percent between 1965 and 1976 while 

the Japanese share more than doubled.

In the scientific and professional category (86), the United States 

share declined by almost 2 percent between 1970 and 1976, while the Japanese
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share increased approximately 6 percent. Germany and the UK both lost 1.5 to 

2 percent. Finally, in miscellaneous manufactures (89), the United States 

share decreased slightly, the Japanese share decreased from 17.5 percent to 

14.4 percent, and the German share remained fairly constant.

The U.S. did improve its export performance between 1973 and 1976. 

Table 9 shows that 19 of the 30 industries had positive deviations since 1973. 

With the exception of nonelectrical machinery, however, most of these gains 

were small in dollar terms. The increase in nonelectrical machinery was 

almost $1.8 billion.

An examination of chang.es in trade patterns at the three digit level of 

disaggregation (not shown) reveals that agricultural implements and office 

machinery were responsible for the improvement in nonelectrical machinery. 

The U.S. share of agricultural implements trade increased from 28 to 32 

percent between 1973 and 1976. The increase in office machinery was from 

31 to 35.5 percent but this was still below its high of 39 percent in 1970. 

The improvement in all of nonelectrical machinery between 1973 and 1976 was 

still not enough to outweigh the earlier decline, as the deviation for the 

whole period from 1970 to 1976 was -$1.6 billion.

Meanwhile, some of the other manufacturing industries contributing to 

the U.S. share increases between 1973 and 1976 included such unlikely indus 

tries as wood and cork ($135 M), paper manufactures ($168 M), clothing ($81 M) 

and textiles ($366 M). Except for a portion of the textile industry, none 

of these categories can be classified as R&D intensive. These categories 

are ones in which an exchange rate change could be expected to have a larger 

effect compared to the more technical industries where product quality or 

superior production techniques dominate trade patterns.
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On the other hand, some of the more research-intensive industries ex 

perienced further declines in share between 1973 and 1976. Transport equip 

ment (-$1029 M) had the largest decline among the more technically sophisti 

cated commodities, followed by chemical elements (-$83 M) and plastics 

(-$58 M). The decline in transport equipment did not come in road motor 

vehicles (SITC 732) but in aircraft (SITC 734). The U.S. share of road 

vehicles actually increased by about 1 percent between 1973 and 1976 while 

aircraft decreased by 4 percent from 67 to 63 percent.

These results suggest that the depreciation of the dollar has not im 

proved the performance in many of the most important industrial categories. 

Although the depreciation of the dollar he.s arrested the slide of U.S. export 

shares in technology-intensive products, there is no evidence that the trend 

has been reversed. Apparently the depreciation of the pound was also not 

sufficient to make the UK's manufactures competitive, as the UK continued to? 

lose shares in many of these important categories. Meanwhile, the other 

major U.S. competitors, Germany and Japan^have been maintaining and increasing 

their shares. Thus, the results from the constant-market-share analysis and 

the simple regressior analysis appear to be reinforced at the disaggregated 

level. Although more sophisticated statistical analysis is required to sub 

stantiate these findings, they do suggest that more attention should be paid 

to the structural factors that influence comparative advantage in the long 

run.
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IV CONCLUSION

OuOur results suggest that structural factors are, in part, responsible 

for recent changes in the pattern of United States exports. Price and 

cyclical factors cannot completely explain the recent changes in the structure 

cf U.S. exports. These results are consistent with the hypothesis of a secu 

lar decline in U.S. comparative advantage.

Unfortunately, we could not precisely identify those factors causing 

the change. Decreased R&D effort, lower productivity growth, smaller invest 

ment outlays and technology transfer are all possibilities. Depreciation of 

the dollar will help to increase export revenues by making U.S. products more 

competitive on world markets, but it will do little to cure the problem if 

it is due to one of these factors. U.S. exports which have traditionally 

been characterized by their capital-, skill- and R&D-intensity have not in 

general done any better than less sophisticated products since the devalua 

tions of the dollar and U.S. industry as a whole has not been able to regain 

its 1970 share of world markets.

A nation's comparative advantage does not remain constant. If these 

trends continue, the increased R&D expenditures and larger investment over 

seas will in the long run improve the competitive position of those economies 

with respect to the United States. This will sustain the lagging performance 

of U.S. exports and not help to improve the value of the dollar in world 

markets. Other things equal, a lagging export performance by the United 

States will necessitate future dollar depreciation.

Contrary to popular opinion, exchange rate depreciation may not be the 

best solution for it may not correct the underlying problem. There are lessons



164

to be learned from the UK's experience. The depreciation of the pound has 

not enabled the UK to regain its share of trade in sophisticated manufac 

tures. In fact, the UK's share in most of those categories has continued to 

decline.

This suggests that the United States must give greater consideration to 

the longer-run factors characteristic of its exports. In the past these 

factors have been overlooked because the responsibility for U.S. trade policy 

is decentralized. Policy has focused upon short-term'problems with high 

visibility, while longer-term assessments of the nation's comparative advan 

tage were ignored. The United States should begin to focus on these longer- 

term factors, particularly in the area of research and development.
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APPENDIX 
TABLE 1 

OECD COUNTRY EXPORT TRADE SHARES* BY ONE-DICIT SITC CATEGORIES:

SITC 
Category

Food (0)

Beverages . 
and 
Tobacco (1)

Materials 
{Except 
Fuel.) (2)

Fuel* (3)

Fata
and 
Oils (4)

Chemicals 
(5)

factured {6}

Machinery 
and 
Transport

Articles 
(8)

Hot 
Clasalfled 
(9)

Total 
Exports

Source: Derived

1965 
1970 
1973 
1976

1965 
1970 
1973

1965

1976

1965 
1970 
1973 
1976

1965

1976

1973 
1976

1965

1976

1973 
1976

1965

United

24.58 
21.71 
17.80 
19.97

26.41 
26.11 
29.97

22.63

13.52

39.67

16.69

8.39

25.64

20.23

11.37 
12.30

43.87

1973 38.49 
1976 32.53

1965 22.50 
1970 19.28 
1973 18.01 
1976 17.74

froB OECD Trade

.05 

.40 

.56 

.93

.79 

.66 

.77

17.41

9.42

8.94

20.84

17.27

21.17

20.35

17.48 
16.80

11.61

16.80 
18.96

14.91 
15.48 
17.29 
16.17

Serlea c.

.5 

.4 

.3 

.9

2.06 
1.85 
2.42

.72

.37

2.07

6.10

12.44

6.77

15.07

11.09 
11.26

2.28

8.15 
8.23

7.04 
8.74 
9.43 

10.60

United

19.06 
19.68 
15.73 
15.46

3.74 
3.59 
3.65

6.93

7.23

1.79

9.09

9.36

14.24

7.55

8.09

19.78

16.48 
12.37

11.02 
6.72 
7.83 
7.27

14.57 
16.02 
Z3.46 
18.76

6.63
5.44 
6.65

7.79

5.16

4.66

9.19

9.06

6.77

8.70

9.74

2.50 
1.43 

.40 

.09

8.37 
8.03 
9.07 
8.69

3.98 
5.34 
7. 7 
7. 2

2. 9 
1. 6
1. 5

9.38

6.64

2.28

4.75

S.91

5.58

5.32

12.07

4.12 
1.08 
1.12 
2.15

5.99 
5.98 
5.71 
5.84

1965. 1970. 1973, and 1976

Belglum-

.02 

.79 

.53

.71

.69 

.83 

.93

4.95

5.05

2.95

6.76

10.92

3.29

3.41 

4.80

5.36

5.93 
6.64 
8.33 

12.72

5.32 
5.26 
5.71 
5.23

Nether-

3.72 
4.33 
5.31 
5.76

4.60 
4.43 
5.17

13.33

20.81

10.10

10.08

4.85

3.46 
2.94 
3.16 
3.14

3.91
4.30 
4.92

2.96 
2.44 
2.01 
1.78

5.32 
5.33 
6.11 
6.26

7.99

6.91 
7.51 
5.23 
4.29

20.87 
20.62 
20.67

9.86 
13.33

17.06

2.59

2.44

5.35

3.04 
6.85 
5.61 
5.11

.99 
1.45 
1.33

1.87 
.96 
.62 
.98

.76 

.50 
6.46 
6.15

Other 
OECD

20.86
26.54 

23.52

21.58 
19.73 
17.59 
18.48

25.02 
28.81 
21.12

5.00 
9.98

14.74

24.95

12.58 
14.06

16.45

10.04 
10.33 
10.86 
11.12

16.48 
16.87 
18.55

5.08 
5.72 
6.60 
9.19

12.77 
16.58 
14.38 
16.05

•Country share of OECD exports of the ccnnodtty to th« '
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APPENDK 

TABLE 2

DEVIATIONS FROM CONSTANT-SHARE NORMS FOR TOTAL EXPORTS 

BY TRADING PARTNERS: 1970-73. 1973-76 «nd 1970-76

<$ HlUlon.)

Partner

Dnl ted 
Stctea

C*n«da

J«P«n

South Afrlc*

KC-9

Other
Developed
Europe

Developing
Europe

Eastern
Europe

Afrlc.

C*rlbbe«n

South

Middle

Central A«i«

Other

1970-76

1970-73

1970-76

1970-73

1970-76

1970-76

1973-76
1970-76

1970-73

1973-76
1970-76

1970-73

1970-73
1973-76
1970-76

1970-73

1970-73

1970-76

1970-73

1970-73
1973-76
1970-76

Doited

-

101

560

741

-1514

165

36
-6261

-660

281
-188

-207

46
-37
-7

-466

-15

766

438
-690
-225

60S
-1784
-714

-1620

32

-55

125

-2

50

-2301
909

403

138

125

83
-266
-124

140

110

614

67
-249
-167

10
898
926

2970

29

84

_

-

597

1205

903
655

2005

216

293

438

460
226

1064

483

400

3313

904
-253
1214

-415-ai
-1045

United

-240

-149

-599

3

-133

-373
-670

-1259

508
1660

912

-204

-514

-411
-443

-429

-182
-112
-431

-136

-255

-2015

-338
-593

-1114

335
-3020
-1712

443

49

29

130
-106

58

-18
104

69

2103
-1883

1168

366

176

9

-5

91

-106
21

-179

130

-264

-2780

106
450
600

9
-403
-20

-III

-563

7
11
20

£9
-5
53

28
-106
-45

-768
681

-574

-100
97

-50

131

-601
-400

-1445

-82

-126
-31

-257

-16

65

1

-156
-89

-332

5

49

Belglua-

191

-302

24
-34

2

33
-52
-17

43
-27

32

779
-378

869

19
12
35

47

-12

128
-189

37

-41

12
-42
-30

59

81

-348

-25
110

63

51
47

Nether-

47

-159

-20
-39
-68

-18
-28
-71

-3
-71-so

1695
-641

245

185
-188

68

122

-31

45
-255
-169

24

-50
-87

-170

46

52

-142

-13
-130
-147

2377

-1208

-874

_
.
-

520
-727

506

-173
74

-181

-1521
-35

•2244

-113
-85

-242

-68
4

-96

-79
137

9

7
36
48

-120
121
-61

-236

-17

-81

-76

-76
-175
-302

-6
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FOOTNOTES

The authors are assistant professor of economics at George Washington 
University and international economist, 
Data Resources, Inc., respectively. This paper presents the pre 
liminary results of a larger study in progress (Aho and Carney, 1978). 
The discussion of the problems of a secular decline is discussed in 
more detail in Aho (1978). The views expressed in this paper are 
those of the authors and do not necessarily reflect those of Data 
Resources. The availability of the OECD Trade Series C data on line 
through Data Resources made this analysis possible and much less 
laborious.

See for example Keesing (1966), Gruber, Mehta and Vernon (1967), 
Hufbauer (1970), Baldwin (1971), Morr-all (1972), Katrak (1973), and 
Lowinger (1975).

See for example Nordhaus (1972), Nelson (1971), and Boretsky (1975). 
Gilpin (1975) contains a review of the discussion. For a discussion 
of earlier changes in the structure of trade, see Baldwin (1962).

Boretsky (1975) gives several reasons why the research-and-development 
effort by the United States may'have been overstated. First, the 
figures on the United States R&D effort include research and develop 
ment for defense and space purposes. Although there may be spinoffs 
from these ventures, other leading industrial countries, par 
ticularly Germany and Japan, do not devote as much R&D effort to 
defense applications. Secondly, Boretsky argues that to the extent 
the United States dollar was overvalued, comparisons on the basis 
of absolute dollar volume overstated the United States R&D effort 
during the 1960s. Most of the data that are available on compara 
tive R&D efforts have been converted to United States dollar 
equivalents which would understate expenditures in those currencies 
which were undervalued. Third, differences exist in the classifi 
cation of scientists and engineers. In the United States only a 
B.S. degree is required to be classified as a qualified scientist, 
while in Germany, for example, you have to be a graduate of the 
German Ingenieur Schule or, in other words, a qualified technician 
as opposed to merely a bachelor of science.

Michael Lynch, "Backing Off Basics: Many Concerns Stress Product 
Development and Reduce Research," Wall Street Journal, (October 18, 
1977).

The results were confirmed whether the human capital concept was 
measured in terms of technicians and engineers or as a capitalized 
variable. These variables were similar to the variables used in 
studies of United States trade. For example, see Hufbauer (1970), 
and Gruber, Mehta and Vernon(1967) i who demonstrated that United 
States exports were characterized by their research and development
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intensity. Keesing (1966) and Morrall (1972) related U.S. export , 
patterns to the skill intensity of the industry.

6 CMS analysis of export growth has been reviewed by Learner and
Stern (1970), Chapter 8. Richardson (1971) provides a criticism of 
the technique and presents the results of several sensitivity tests. 
We have conducted several of those tests in addition to a few others 
such as changing the time interval. We refrain from cluttering the 
current discussions with the results of those tests. They are 
available from the authors upon request. The results included in 
the test best capture the changes which have occurred.

7 The derivation for one OECD country is as follows. Let

Vij = value of exports in commodity i to partner j in the base 
period

V'ij = value of exports in commodity i to partner j in the terminal 
year

rij = percentage increase in OECD exports in commodity i to 
partner j over the period

ri = percentage increase in OECD exports in commodity i to 
the world

r = percentage increase in OECD exports in all commodities to 
the world.

For notational purposes, let 

I Vij = Vi. 

I., Vij = V.j 

ZjE Vij = V..

The individual effects are derived by beginning wich the identity 

V!.-V..=rV..+(V!.-V..-rV)

then adding and subtracting the riVi term atid summing over i to 
obtain

finally adding and subtracting the rijVij and summing over both i 
and j to obtain

V!.-V..=rV..+ I (ri-r)Vi+ £1 (rij-ri)Vij+ H (Vij-Vij-rijVij)
ij ij

(1) (2) (3) (4)
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(1) is the effect of the increase in world trade. (2) is the 
effect of commodity composition. To the extent that ri exceeds 
(is less than) r and Vi is large in the base period, then the 
commodity effect will receive a larger positive (negative) weight. 
(3) is the effect of the market distribution and will receive a 
larger positive (negative) weight if rij is greater than (less 
than) r and Vij is large in the base period. The last term, (4), 
is the competitive residual.

8 Trade shares should ideally be measured by netting out each
country's imports from the value of trade in each category. To 
assess competitiveness, countries should be compared in markets 
where each one of them is on an equal footing. That would require 
us to eliminate the trade among the nine countries being compared 
in this analysis. We have not done that yet because trade among 
these countries comprises such a large volume of world trade. 
Some information on competitiveness in a given market can be 
gleaned from the partner deviation which are shown below in Table 5.

9 Competitiveness is difficult to define. Both price and non-price 
factors such as product quality, servicing etc. determine the 
ability of a supplier to compete. Price alone may not be indicative 
of a supplier's competitiveness. Under conditions of limited 
supply,an increase in demand for a product because of its attrac 
tiveness may cause price to rise considerably. See Learner and 
Stern (1970) for a discussion. For an earlier discussion, see 
Balassa.(1962).

10 The five industries which Gruber, Mehta and Vernon (1967) iden 
tified as the most research and development intensive were trans 
port equipment (SIC 37, SITC 73), electrical machinery (SIC 36, 
SITC 72, 891.1 and 891.2), instruments (SIC 38, SITC 86 plus the 
remainder of 89), chemicals (SIC 28, SITC 5 plus 651.6 and 281), 
and non-electrical machinery (SIC 35, SITC 71). The numbers in 
parentheses give the concordance between the United States Standard 
Industrial Classification and the SITC. Chemicals was first when 
research effort is measured by scientists and engineers as a per 
centage of total employment with 4.1%. It was followed by electrical 
machinery (3.6%),instruments and transport equipment (both at 3.4%) 
and non-electrical machinery (1.4%) which placed sixth behind 
petroleum and coal (1.6%) on this measure. The overall average for 
manufacturing was 1.1%. Using research and development expenditures 
as a percentage of sales, chemicals was fourth with R&D expenditures 
3.9% of sales. Transport equipment was first (10.0%) followed by 
electrical machinery(7.3%), and instruments (7.1%). Non-electrical 
machinery was fifth with R&D expenditures 3.2% of sales. The 
average for manufacturing was 2.0%. Later studies by Gruber and 
Vernon in Vernon,ed.(1970), and Lowinger(1975) have used similar 
rankings.
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11 The fourteen trading partners were the U.S., Canada, Japan, Australia- 
New Zealand-South Africa, EEC9, other developed Europe, developing 
Europe, eastern Europe and the Soviet Union, Africa, the Caribbean, 
South America, the Middle East, Central Asia and the Far East and Other.

12 The results for different time periods are available from the authors 
on request.

13 Learner and Stern (1970, p. 180) separate possible factors into demand 
and supply influences. On the demand side, the competitive effect 
could represent: (1) differential rates of export price inflation, 
(2) differential rates of quality improvement and the development of 
new exports, (3) differential rates of improvement in the efficiency 
of marketing or financing of export sales and (4) differential changes 
in the ability for prompt fulfillment of export orders. 
Supply side factors will also affect the residual, including: (1) dif 
ferential rates of monetary inflation (affecting production costs),
(2) differential growth rates of available productive factors and the 
responsiveness of export supply to the domestic supply of these factors,
(3) differential rates of productivity increases, and (4) the extent 
to which the country is concentrated in exports to rapidly growing 
markets.

14 See Learner and Stern (1970) for a discussion.

15 The numbers in parentheses are the t-statistics.

16 Similar tables for other countries are available from the authors on 
request.

17 Medical and pharmaceutical was singled out by Gruber, Mehta and 
Vernon (1967), as one of the subcategories of chemicals that is 
particularly RSD intensive.

18 The metallurgic industries (67), (68) and (69), while not necessarily 
R4D intensive, did account for 77. of total exports and 10.1% of manu 
facturing exports in 1970.



171

BIBLIOGRAPHY

Aho, C. M. "The Overvaluation of the Dollar and United States Foreign 
Direct Investment." (Ph.D. dissertation, Department of Economics, 
MIT, January 1978.)

"United States Foreign Direct Investment in the Post-
Devaluation Period, 1971-75: An Empirical Analysis," paper read 
at the Western Economic Meetings, Anaheim, June 1977.

______ and Carney, R. D. "Industrial Country Export Structure in 
the Post-Bretton Woods Period, 1971-76: A Dynamic Market Share 
Analysis," (in process, 1978).

Ealassa, B. "Recent Developments in the Competitiveness of American 
Industry and Prospects for the Future," in Factors Affecting the 
U.S. Balance of Payments. (USGPO, 1962).

Baldwin, R.E. "Determinants of the Commodity Structure of U.S. Trade," 
American Economic Review. 61, (March 1971), pp. 126-46.

______. "Implications of Structural Changes in Commodity Trade,"
in Factors Affecting the U.S. Balance of Payments. (USGPO, 1962).

Bor'etsky, M. "Trends in U.S. Technology: A Political Economist's 
View," American Scientist, (January-February 1975).

Branson, W.H., and Junz, H. B. "Trends in U.S. Trade and Comparative 
Advantage," Brookings Papers on Economic Activity. (2, 1971), 
pp. 285-338.

Gilpin, R. "Technology, Economic Growth, and International Competi 
tiveness," a report prepared for the Subcommittee on Economic 
Growth of the Joint Economic Committee, (Washington, D.C.: USGPO, 
July 9, 1975).

Goodman, B., and Ceyhun R. "U.S. Export Performance in Manufacturing 
Industries: An Empirical Investigation," Weltwirtshaftliches 
Archiv. (Heft 3, 1976).

Gruber, W. H., Mehta, D., and Vernon, R. "The R&D Factor in Inter 
national Trade and International Investment of the United States," 
Journal of Political Economy, 75, (February 1967), pp. 20-37.

Harkness, J., and Kyle, J. F. "Factors Influencing United States 
Comparative Advantage," Journal of International Economics, 
5, (May 1975).



172

Hufbauer, G. C. "The Impact of National Characteristics and Technology 
on the Commodity Composition of Trade in Manufactured Goods," in 
R. Vernon, ed., The Technology Factor in International Trade, 
(New York: Columbia, 1970).

International Monetary Fund, International Financial Statistics, various 
issues.

Katrak, H. "Human Skills, R&D and Scale Economies in the Exports of the 
United States and the United Kingdom, Oxford Economic Papers, 25, 
(November 1973), pp. 337-60.

Keesing, D. B. "Labor Skills and Comparative Advantage," American 
Economic Review. 56, (May 1966), pp. 249-58.

Kindleberger, C. P. "An American Economic Climacteric?", Challenge, 
16, (January-February 1974), pp. 35-45.

Learner, E. E., "The Commodity Composition of International Trade in 
Manufactures: An Empirical Analysis," Oxford Economic Papers, 
25, (November 1974), pp. 350-74.

and Stern, R. M. Quantitative International Economics,
(Boston: Allyn and Bacon, 1970).

Lowinger, T. C. "The Technology Factor and the Export Performance of
U.S. Manufacturing Industries," Economic Inquiry, 13, (June 1975), 
pp. 221-36.

Lypch, M. "Backing Off Basics: Many Concerns Stress Product Develop 
ment and Reduce Research," Wall Street Journal, (October 18, 1977).

Morrall, J. F., III. Human Capital. Technology, and the Role of the 
United States in International Trade, (Gainesville: University 
of Florida Press, 1972).

Nelson, R. "World Leadership, the 'Technological Gap' and National 
Policy," Minerva, 9, (January 1971).

Nordhaus, W. "The Recent Productivity Slowdown," Brookings Papers. 
(3, 1972), pp. 493-545.

Organization for Economic Cooperation and Development, "Patterns of
Resources Devoted to Research and Experimental Development in the 
OECD Area, 1963-71," (Paris, 1975).

Organization for Economic Cooperation and Development, Trade Series C.



173

Richardson, J. D. "Some Sensitivity Tests for a 'Constant Market Shares' 
Analysis of Export Growth," Review of Economics and Statistics, 53, 
(August 1971), pp. 300-04.

"Constant Market Shares Analysis of Export Growth," Journal
of International Economics, (June 1971), pp. 227-39.

Samuelson, P. A. "Theoretical Notes on Trade Problems," Review of 
Economics and Statistics. (May 1964)

Stern, R. M. "Some Evidence on the Factor Content of West Germany's
Foreign Trade," Journal of Political Economy. 84, (February 1976), 
pp. 131-41.

Vernon, R., ed. The Technology Factor in International Trade, (New 
York: Columbia University Press for the NBER, 1970).

25-472 O - 78 - 12



174

MACHINERY and ALLIED PRODUCTS INSTITUTE
1200 EIGHTEENTH STREET, N.W. WASHINGTON, D.C. 20036 202-331-8430
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March 10, 1978

The Honorable Adlai E. Stevenson 
Chairman, Subcommittee on International

Finance 
Senate Committee on Banking, Housing

and Urban Affairs
5300 Dirksen, Senate Office Building 
Washington, D.C. 20510

Dear Chairman Stevenson:

This statement is being presented in connection 
with your Subcommittee's hearing on February 23 concerning 
shifts in the composition of and markets for U.S. exports.

We commend the scope of the Subcommittee's effort 
to explore in depCh United States' competitiveness in export 
markets and to reexamine U.S. policies which may affect that 
competitiveness. In addition to this statement, we intend 
to submit additional material as the hearings progress on 
certain of the other subjects in which the Subcommittee has 
expressed interest: (1) the adequacy of U.S. export financing 
facilities with respect to both (a) the terms and ̂ conditions 
of Eximbank loans and other export support facilities and (b) 
statutory and policy limitations on Bank activities in certain 
communist countries, South Africa, and other countries where 
"human rights" considerations restrict Bank activities; (2) 
the impact of federal government regulatory activities, such 
as export controls and the Council on Environmental Quality's 
proposal that environmental impacts in foreign countries be 
assessed in connection with "major federal actions"; and (3) 
other government policies which are adversely affecting U.S. 
export performance.

The Machinery and Allied Products Institute is the 
national research organization and spokesman for the capital 
goods and allied product manufacturers of the United States. 
Capital goods comprise about one-third of total U.S. merchan 
dise exports. Roughly four-fifths of capital goods shipments 
are typically machinery and one-fifth capital goods transpor 
tation equipment.

This statement provides statistical data and . 
commentary concerning (1) capital goods exports over the

MACHINERY 4 ALLIED PRODUCTS INSTITUTE AMD ITS AFFILIATED dftOANIZATION. COUNCIL FOR 
TECHNOLOGICAL ADVANCEMENT, ARE ENBAOEO IN RESEARCH IN THE ECONOMICS Of CAPITAL GOOD! 
(THE FACILITIES OF PRODUCTION, DISTRIBUTION, TRANSPORTATION. COMMUNICATION AND COMMERCE) 
IN ADVANCING THE TECHNOLOGY AND FlMTMERiNO THE ECONOMIC PROBREII OF THE UNITED STATE!
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period 1967-first half 1977 with respect to both machinery and transpor 
tation equipment, (2) the international competitive position of capital 
goods exports over the past decade, and (3) U.S. machinery imports, ex 
ports, and import-export ratios (in percent) for the same period.

Before proceeding further, it seems desirable to point the moral 
that can be drawn from the statistics and analysis in this presentation:

After sharp increases in U.S. machinery exports in 
1972-75, gains in 1976 and through the first half 
of 1977 have been much more modest. Further, and 
more importantly, it seems probable that under the 
circumstances we confront, at least for the short- 
term and middle-term future, major gains in U.S. 
machinery exports will become increasingly diffi 
cult to achieve. The corollary to this proposition 
is that when combined with the overall deficit in 
our foreign trade balance it is in the interest of 
the United States to take further steps to achieve 
a significant improvement in our export position.

Underlying these propositions are a number of 
factors which we will spell out in more detail in 
a later commentary, but some illustrations are in 
order in the context of this presentation. The 
United States and its exporting industries confront 
severe competition from other industrialized areas 
of the world. High technology products that are 
already available go to the core of the strength of 
U.S. exports, especially capital goods. The develop 
ment of new products with high technology character 
istics must be a part of the increased effort to 
which we have referred. There is also a continuing 
need for adaptation of product lines so as to match 
foreign market needs. Maintenance and, hopefully, 
enlargement of the link between U.S. exports and 
U.S. direct investment abroad must be given sub 
stantial attention, and we could go on.

There Is another aspect to the U.S. export situation. 
At the same time that the private sector must expand 
its effort in the export field, government should 
remove and avoid creating new roadblocks to exports 
where this is appropriate. Also, government should 
be vigilant in examining new policies and new ad 
ministrative procedures which burden U.S. exports 
and, therefore, limit the potential for improvement. 
This is not the place to argue tax questions in any 
detail, but the roadblocks take a wide range of forms. 
It is timely to point out that the Administration 
could not pick a worse juncture than the present—
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considering the deficit in our balance of trade and 
balance of payments, and the deterioration in the 
value of the dollar—to urge that DISC be phased out 
and that deferral of unremitted earnings from U.S. 
direct investment abroad be repealed.

Below is a summary of the detailed discussion contained in each 
of the segments of our statement.

Export Shipments. New Orders, 
and Unfilled Orders

— Total export shipments of machinery and transpor 
tation equipment, which were less than $10 billion 
in 1967, advanced moderately through 1972 when total 
shipments were slightly over $16 billion. Rapid 
increases since then resulted in a 1976 shipments 
level of some $40 billion. However, data for 1977 
thus far indicates some slowing in this rate of 
advance.

— For most of the three-year period 1972 through 1974, 
new orders of both machinery and transportation 
equipment exceeded shipments, causing unfilled orders 
to rise. In the first quarter of 1975, the total 
order backlog was a record $13.7 billion on a season 
ally adjusted basis. The backlog for both machinery 
and transportation equipment has fallen since that 
time, although new orders and unfilled orders for 
transportation equipment turned up sharply in the 
second quarter of 1977. Third-quarter 1977 data 
indicate an increase in machinery shipments and new 
orders, but a fall in both transportation shipments 
and new orders. However, labor maritime difficulties 
may have been an influence here.

— During the period of rapid U.S. export shipment growth 
in recent years, the construction equipment category 
outpaced other machinery. In 1973, that component was 
12.2 percent of total U.S. machinery export shipments. 
It had risen to 16.6 percent of the total in 1975./I

— The bulk of transportation capital goods export ship 
ments consists of aircraft and aircraft parts, and

_!/ Construction equipment shipments in 1973 were $2.1 billion. They were 
$4.7 billion in 1975. See Table 1.
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they have averaged some 90 percent of the transpor 
tation total since 1967. Transportation equipment 
shipments generally are between 20 and 25 percent 
as large as total nontransportation machinery 
shipments.

— The world geographical distribution of U.S. capital 
goods exports was broad-based over the growth period 
with a big surge for oil-rich Near East Asia. Ex 
ports to that region almost tripled in the three-year 
period 1974-1976.

International Competitive Position 
of U.S. Capital _Gppds_ Exports

— U.S. capital goods export growth exceeded that of 
other major capital goods exporting nations except 
France and Japan over the five-year period 1972-76. 
However, from 1975 to 1976 the U.S. rate of growth 
declined sharply and exceeded only that of the United 
Kingdom.

— During the period 1972-76 the U.S. market share in 
creased from 20.7 percent to 21.6 percent. The 
shares of Japan and France also increased during this 
period, while the shares of the United Kingdom and 
Canada decreased substantially and the share of Germany 
declined slightly. Japan registered the largest in 
crease in market share during this period, with its 
share growing from 13.1 percent in 1972 to 15.7 percent 
in 1976.

— The market share of the United States, as well as those 
of Germany and the United Kingdom, declined during the 
197A-76 period, while those of France and Japan have 
increased since 1974.

— The United States was the world leader in capital
goods exports in 1974, 1975 and 1976, but Germany led 
in 1972 and 1973 and was leading again during the 
first half of 1977.

Machinery^ Imports, Exports, and 
Ratio of Imports to Exports

— While the annual value of machinery exports quadrupled 
over the period 1967-first half 1977, the annual value 
of imports increased five-fold. Thus, imports as a 
percentage of exports increased from 32.8 percent in 
1967 to 41.1 percent during the first half of 1977.
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— The ratio of imports to exports of machinery in 
creased steadily from 1967 through 1971, and then 
rose to much higher levels in 1972 and 1973. Fol 
lowing the dollar devaluation of 1973, the ratio 
of imports to exports declined significantly in 
1974 and 1975. Hovever, it rose again in 1976 and 
during the first half of 1977.

— With respect to the Nonelectrical Machinery category, 
exports and imports followed the same general pattern 
as total machinery. Over the period 1967-first half 
1977, imports as a percentage of exports increased 
from 31.8 percent to 39.9 percent. However, there 
were wide variances for individual product groupings 
within the nonelectrical machinery category. For 
example, for Textile and Leather Machinery the ratio 
of imports to exports increased from 115 percent in 
1967 to 146.5 percent during the first half of 1977. 
For Office Machines the ratio increased from 31.8 
percent in 1967 to 44.2 percent during the first 
half of 1977.

— The pattern for Electrical Machinery is similar to 
that of Nonelectrical Machinery. Although exports 
increased substantially from 1967 through the first 
half of 1977, imports increased at a faster rate. 
Thus, during that period, the ratio of imports to 
exports increased from 37 percent to 45.2 percent. 
Within the Electrical Machinery category, the ratio 
of imports to exports of Power Machinery and Switch- 
gear increased from 26.1 percent in 1967 to 36.7 
percent during the first half of 1977.

Conclusion

After sharp increases in U.S. machinery exports in 1972-75, gains 
In 1976 and through the first half of 1977 have been much more modest. Since 
economic recovery is still weak in the industrial nations and most of the 
less developed countries and there seems little prospect that any other 
region can provide a boost to U.S. capital goods exports comparable to that 
provided since 1974 by the oil rich areas of the Middle East, it seem probable 
that new gains will become increasingly difficult to achieve. However, it 
seems likely that the exchange rate changes over the past year, particularly 
vis-a-vis the yen, will blunt the export competitiveness of some of our major 
competitors, notably Japan.

Export Shipments, New Orders ,__a_n<i 
Unfilled Orders

The Chart, "U.S. Capital Goods Export Shipments, New Orders, 
and Unfilled Orders—Machinery," shows the quarterly pattern of shipments,
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new orders, and the order backlog for U.S. machinery exports. For ship 
ments and new orders, three distinct time periods can be identified. The 
period 1967 through 1972 was one of moderate growth with some sideways 
movement in 1970 and 1971. In all, for the six-year period through 1972, 
shipments and new orders roughly doubled in money terms to around $3 
billion a quarter. In the next four years, 1973-1976, shipments and orders 
almost tripled approaching $9 billion for the last quarter of 1976. Ship 
ments and orders fell sharply in the first quarter of 1977—7.3 and 6.5 
percent, respectively—as U.S. export markets were experiencing slow 
growth. There was some recovery in the following two quarters, however; 
in September—the latest data available—shipments were still below their 
beginnlng-of-the-year levels, although new machinery orders marked a record 
new high ./I

It is probably too soon to make judgments about what the current 
shipment and order profile indicates for the future. An examination of 
the reasons for the rapid increase In recent years, however, may provide 
some insights. First, one must keep in mind that part of the growth shown 
is the result of inflation. However, even accounting for Inflation, the 
export increases are still substantial./^ There is no question that the 
December 1971 devaluation helped./3_ However, probably more important in 
terms of our ability to compete in world markets Is the fact that the four- 
year period 1970 through 1973 was one of fairly stable production costs 
for this country relative to our major competitors./4

I/ These third-quarter data are probably substantially influenced by recent 
maritime labor problems.

2f The Department of Commerce Implicit Price Deflator for Nonresldential 
Fixed Investment in the Gross National Product Accounts rose from an 
Index value of 100 in 1972 to 141 in the last quarter of 1976. Over 
the same period, total U.S. shipments of machinery more than tripled.

3/ For example:

IJ.S. Dollars Purchased by National Currency

1970 1972
Canada .958 1.009
Germany .274 .314
France .181 .198
Sweden .193 .210

Source: Bureau of Statistics of the International Monetary Fund. 

f\J Comparative data show:

Unit Labor Costs—National Currency Basis

Canada

(Index 1967=100)

id States
la
my
:e
:n

1970
116.5
101.7
114.0
111.1
105.6

1973
123.2
111.9
138.1
132.7
125.2

Change in
Index Points

6.7
10.2
24.1
21.6
19.6

France 
Sweden

Source: U.S. Department of Labor.
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Unfilled orders for machinery are also charted. They bulged 
somewhat in 1971, leveled out and then built continuously throughout 1973 
and 1974 to a record high of over $6.3 billion. The order backlog fell 
sharply in the last three quarters of 1975, finished 1976 at the end-of- 
1975 level and continued to decline in 1977. Mid-year 1977 unfilled 
orders stood at $5.2 billion. This is significantly lower than current 
shipments and new orders and represents a dramatic departure from recent 
trends.

Transportation Equipment

Capital goods transportation equipment shipments, new orders, 
and the order backlogs are shown on the Chart, "U.S. Capital Goods Export 
Shipments, New Orders and Unfilled Orders—Transportation Equipment." 
The profile is similar to that of machinery. After remaining relatively 
flat for most of the period 1967-1972, shipments advanced steadily through 
out the next four years peaking at over $2.8 billion for the final quarter 
of 1976. In the 1972-1973 period, new orders generally exceeded shipments 
causing unfilled orders to rise. New orders surged in the first half of 
1977 to a new high, and unfilled orders turned sharply upward.

Future prospects for transporation equipment are highly uncer 
tain. Underlying world demand should remain strong. However, there are 
major unanswered questions concerning the future availability and price 
of fuel and the associated problems of financing new aircraft. These un 
certainties probably rule out any near-term radical aircraft and design 
departures or massive sales acceleration. Moderate expansion over the 
next several years is probably the best estimate.

Shipment Components

Table 1 shows machinery and transportation equipment shipments in 
more detail. In dollar terms, much less electric than nonelectric machinery 
was exported in the period as a whole; however, electric machinery has in 
creased its proportion since 1967.

Looking at selected components of electric machinery, in the 
period since 1972, power equipment shipments have grown faster than the 
total of electric machinery and the other components shown. Power equip 
ment was 5.9 percent of total machinery shipments in 1972 and 7.4 percent 
in the first half of 1977. Telecommunication and household equipment 
shipments have increased over the past decade about in pace with total 
machinery.

In the nonelectric classification, construction equipment ship 
ments advanced sharply from 1973 to 1975. In 1973 those shipments were 
$2.1 billion or 12,2 percent of total machinery shipments. In 1975 they 
were $4,7 billion or 16.6 percent of total machinery shipments. Their 
share of the total has declined somewhat since then. Metalworking machin 
ery shipments as a percent of total machinery shipments have declined sig 
nificantly since 1967.
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An examination of Table 1 indicates a break in the rate of 
growth of shipments of transportation equipment in total, construction, 
power generating, and agricultural nonelectric machinery—about half of 
the nonelectric machinery—after 1975. In addition, based on data for 
the first half of the year, 1977 shows a decline in transportation, con 
struction equipment, and agricultural machinery shipments.

Dispersion of Shipments Among 
Principal World Markets

Table 2 shows U.S. capital goods export shipments to major 
world trading areas./I Growth was generally broad based for major export 
areas from 1967 through 1974. Exports to Japan fell in 1975 and growth 
rates for several other areas—notably European OECD countries—moderated 
through 1975 and 1976. The 1974-1976 increase in shipments to oil-rich 
Near East Asia is impressive—almost tripling over the period.

Table 3 shows the compounded annual rates of growth for selected 
U.S. export categories over the five-year period 1971-1976./2 Even with 
'the large Near East Asian growth rates, capital goods declined as a per 
cent of total U.S. exports over the period. This is because U.S. capital 
goods exports to Europe increased at a slower rate than did total exports. 
Other interesting observations can be made. The growth rate for electrical 
machinery exports to Germany exceeded that of capital goods in general to 
that country, while the reverse was the case for Canada. With the excep 
tion of "Other Asia," the growth of exports of U.S. aircraft and aircraft 
engine parts has not kept pace with other export growth rates. This 
category accounted for 4.5 percent of total U.S. exports in 1971 and 3.4 
percent in 1976.

International Competitive Position of _U.S_._ 
Capital Goods Exports

The data presented above—U.S. capital goods exports by selected 
commodity types and country of destination—tell, of course, only part of

These Commerce data are on an "end-use" commodity category f.a.s. basis 
—transaction value at the port of exportation. The European OECD coun 
tries, Canada, Latin America, Asia, Africa, Japan, Australia and Oceania 
combined accounted for 97 percent of total U.S. capital goods exports in 
June 1977. The European OECD countries are: the United Kingdom, the 
Federal Republic of Germany, Denmark, Ireland, The Netherlands, Belgium 
and Luxembourg, France, Italy, Iceland, Sweden, Norway, Finland, Austria, 
Switzerland, Spain, Portugal, Greece, and Turkey. Near East Asia includes: 
Syria, Lebanon, Iraq, Iran, Israel, Jordan, 'the Gaza Strip, Kuwait, Saudi 
Arabia, Qatar, the United Arab Emirates, Yemen, Oman, and Bahrain. Other 
Asia includes: Afghanistan, India, Pakistan, Nepal, Bangladesh, Ceylon, 
Burma, Thailand, South Vietnam, Laos, Cambodia, Malaysia, Singapore, 
Indonesia, Brunei, Philippines, Macao, Southern Asia, n.e.c. , Republic 
of Korea, Hong Kong, and the Republic of China (Taiwan). 
Footnotes to the table indicate some differences in trading-area designation.
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the story of world capital goods trade. To add perspective, the activity 
of trading rivals should be considered.

Table 4 shows capital goods exports from the U.S. and other 
major world trading areas._/l The U.S. growth rate approximated that of 
the total and exceeded that of all other countries shown except France 
and Japan for the five-year period 1972-1976 as a whole. However, looking 
at year-to-year changes, the U.S. growth rate was exceeded only by that 
of Japan in 1974, but then declined sharply the following two years. It 
was considerably lower than the total of 1976 and exceeded only that of 
the United Kingdom. The U.S. rate of growth has continued to decline 
through the first quarter of 1977.

Looking at market shares (Table 4), those for France and Japan 
have increased since 1974. The market shares for the United States, 
Germany, and the United Kingdom declined during the 1974-1976 period, 
while the Canadian share remained constant.

However, even with the relative decline for the U.S. since 1974, 
the total performance over the period shown is one of respectable growth. 
The U.S. market share in 1972 was 20.7 percent. In 1976 it was 21.6 percent.

These data for share of market are not surprising based on the U.S. 
capital goods export profiles outlined earlier. The story is one of generally 
strong growth through the mid-1970s with only some slowing after that time 
and into 1977.

In conclusion, U.S. capital goods exports are still near record 
highs. There is, of course, always uncertainty regarding the future; how 
ever, with optimistic assumptions of expanding future world markets and 
based on their performance over the last decade, the outlook for capital 
goods exports appears reasonably good.

Machinery Imports, Exports t_ and Impjjrt-Export Ratios, 
1967-First Half 1977

Another way of looking at the competitiveness of certain sectors 
of the economy—and the impact of foreign trade in those sectors—is through 
examining the data concerning imports, exports and the ratio of imports to 
exports. Table 5 reviews such data with respect to machinery—nonelectrical 
and electrical—and to certain categories of equipment within those broad 
classifications.

Machinery, Total

During the period under review:

I/ These data are from an OECD series starting in 1972 for SITC Category
#7. The "other OECD" countries are: Austria, Belgium, Denmark, Finland, 
Italy, The Netherlands, Norway, Spain, and Sweden.
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— Exports quadrupled in current dollars from $7.8 bil 
lion in 1967 to an annual level of about $32 billion 
during the first half of 1977. However, imports in 
creased five-fold during this period from $2.6 bil 
lion in 1967 to an annual level of $13.1 billion 
during the first half of 1977.

— Imports as a percentage of exports increased from 
32.8 percent in 1967 to 41.1 percent in 1977.

— The ratio of imports to exports increased steadily 
from 1967 through 1971, and then rose to much higher 
levels in 1972 and 1973. As a result principally 
of the changes in currency parities in 1973 (in 
cluding the devaluation of the dollar), the ratio 
of imports to exports declined significantly in 1974 
and 1975. However, this ratio began to increase 
again in 1976 and, during the first half of 1977, 
had returned almost to 1971 levels.

Nonelectrical Machinery

nonelectrical Machinery, total.—The overall pattern for this 
category during the period under review is similar to that of the machinery 
category as a whole:

— Exports quadrupled in current dollars, while imports 
increased by nearly five times.

— Imports as a percentage of exports increased from 
31.8 percent in 1967 to 39.8 percent during the 
first half of 1977.

— The ratio of imports to exports increased steadily 
during 1967-71; rose to much higher levels in 1972- 
73; declined sharply in 1974 and 1975; and began to 
rise again in 1976 and 1977.

Se1e c ted cat egories o f Nonele c t r i ca1 Machjjijarjr.—The data in 
Table 5 with respect to individual subcategories of Nonelectrical Machinery 
indicate wide variances in the import-export ratios within that sector:

— For Te xt ile an d Le ather Machinery_ the ratio increased 
from the 1967 level of 115 percent (i.e., an excess 
of imports over exports) to 146.5 percent during the 
first half of 1977.

— For Agricultural Machinery and Farm Tractors the 
ratio declined from 70.3 percent in 1967 to 65,3 
percent during the first half of 1977. However, 
it will be noted that this ratio reached 90.7
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percent in 1971 and, after declining sharply in 1974 
and 1975 and more modestly in 1976, began to climb 
again in 1977.

The ratio of imports to exports of Engines, Turbines, 
and Parts increased from 37.5 percent in 1967 to 69.2 
percent in 1972. It then declined in 1973, 1974, and 
1975 to 47.7 percent in the latter year. Since then 
it increased in 1976, and during the first half of 
1977 reached 61.7 percent.

— For hfetalworking Machinery the ratio of imports to 
exports during the first half of 1977 was below the 
level of 1967. However, during 1977 it returned to 
a level of over 50 percent.

— For Office Machines the ratio increased from 31.8 
percent in 1967 to 44.2 percent during the first 
half of 1977.

Electrical Machinery

Electrical Machinery, total.—The pattern for Electrical Machinery 
Is similar to that of Nonelectrical Machinery. Although exports Increased 
substantially, imports rose by an even greater amount. Thus the ratio of 
imports to exports increased from 37 percent in 1967 to 45.2 percent during 
the first half of 1977. However, it is noteworthy that although, as in the 
case of Nonelectrical Machinery and total machinery, the ratio of imports 
to exports increased until 1973, unlike the other categories the ratio of 
imports to exports of Electrical Machinery declined from 1974 through the 
first half of 1977.

Power Machinery and Switchgear.-—Within the Electrical Machinery 
category, Table 5 includes data for Power Machinery and Switchgear. The 
ratio of imports to exports of Power Machinery and Switchgear Increased 
from 26.1 percent in 1967 to 36.7 percent during the first half of 1977. 
The ratio reached 45.2 percent in 1972, declined in 1973, 1974 and 1975, 
and then began to rise again in 1976.

Conclus ion

Over the period under review, capital goods exports, a major 
component of U.S. exports, have made Impressive advances. However, after 
the sharp increases of 1972-1975, the 1976 gain for machinery exports was 
much more modest and data for the first six months of 1977 suggest an even 
smaller increase—and perhaps a decrease in real terms—for the year as a 
whole. Since economic recovery is still weak in the industrial nations and 
most of the less developed countries and there is little prospect that any 
other region can provide a boost to U.S. exports comparable to that provided 
since 1974 by the oil rich Middle East, it seems probable that major gains 
will become increasingly difficult to achieve. In view of the fact that we 
experienced a merchandise trade deficit of over $27 billion in 1977, con 
tinuing increases in exports is a matter of considerable national importance.
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The united States and Germany continue to hold the largest— 
and almost equal—shares of world capital goods exports, while Japan 
enjoys a strong third place position. France also has been scoring 
impressive gains, although its exports are at a level substantially 
below that of the three leaders, and the shares of the United Kingdom 
and Canada have slipped.

While U.S. machinery imports as a percentage of machinery 
exports have increased substantially since 1975, a shift in this direc 
tion was to be expected in view of the fact that the U.S. economy has 
recovered more strongly than that of other industrial nations from the 
worldwide recession. As exchange rate changes over the past year (par 
ticularly vis-a-vis the yen and the German mark) take effect we expect 
that exports—particularly from Japan and Germany—to the United States 
will be dampened.

We hope this statement will prove useful to the Subcommittee. 
If we can be of any further assistance to the Subcommittee, please let 
us know.

Respectfully,
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IITTRODUCTIOW

This report is one in an ongoing series of comparative studies of the 
market promotion activities of the principal countries competing with 
the U.S. in world agricultural narkets. It is intended to give the 
reader an idea of the nature and scope of .market development program or 
our cor^petitors, including their FY 1975 expenditures and future trends.

The report conta.ins:

(1) Highlights of major promotional efforts by the eight major 
agricultural competitors of the U.S.: Australia, Canada, 
Denmark, France, Israel, the Netherlands, -lew Zealand, and 
South Africa. Brief suEffjaries of the market development 
programs of Italy and Spain are also included. Emphasis in 
this section is placed on the agencies responsible for market 
development, prograas, the types of activities they conduct, 
the major products promoted, countries in which the programs 
are concentrated, and major expenditures by agency;

(2) Highlights of market development activities of our leading
competitors in market countries for U.S. agricultural products. 
The errohasin in this section is on the types of activities con 
ducted and products most widely promoted; and

(3) A chart of market development e'cpenditures and export values 
for 7Y 197^-75 of our leading competitors. This chart includes 
our eight major competitors in world markets. In addition, 
expenditures of Italy and Spain are included in their respec 
tive country summaries.

The data on c:-r?ort vsl-aes p.v.d -..-.arlie i deveiop;.itnt eKceadit-ors:1 -. ,-,--r. cased 
on reports submitted by U.S. agricultural attaches, stationed in 
countries corrr-.-'tinT "-'.-'- 
differ-.— 
in 197--
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HIGHLIGHTS

Competitor Expenditures

Major competitors of the United States in world agricultural markets 
continue to increase the size and scope of their market development 
program. Expenditures by 3 of our principal competitors in FY 1975 
totaled about $11+0 pillion, compared, to approximately $128 million 
in FY 197k. In addition, expenditures by Italy and Spain in FY 1975 
totaled .about $2.3 million.

Market development expenditures by the U.S. in 1975 equalled one-tenth 
of one percent of exports. This compares to I.l5;ij 1.1O,J> and l.Olfs' 
in Israel, New Zealand, and Australia, respectively.

•Trends in Market Countries

Japan - Market development programs of major U.S.- competitors in 1975 
included increased consumer promotions and trade teams. Future 
emphasis will be placed on promoting prepared and processed foods, 
increasing the number and scope of point-of-purchase (PO?) and consumer 
promotions, and the utilization of trade teams.

West Ger-'-flny - Participation in trade fairs is strong, as are point-of- 
sale (P03) promotions. The use of trade teams, seminars, and consumer 
advertising will continue.

United Kingdom - Press and consumer servicing, point-of-purchase activi 
ties, and cor.su.iier advertising are the major types of activities conducted. 
Expenditures on press and TV advertising in FY 1975 by our major competi 
tors in M:o ~J,;.". increased by bZ;j 'cv^r ~'.ic 197^ level.

S'reden - "i-rjeiidituares for market development by r.-£jor competitors increased,
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COUETRY SUMMARIES

Competitors

AUSTRALIA

Australia operates a strong market development program through export 
oriented marketing boards and government agencies. Government funds 
are used to assist the boards as well as to conduct trade fairs, trade 
missions, and displays. The advertising and trade fair approach of the 
past in being replaced with activities such as trade servicing and tech 
nical assistance. A new market development grant scheme was started in 
July 1075- The new scheme authorizes export incentive payments (in the 
fora of grants) to encourage the development and expansion of Australian 
exports.

Agencies responsible for foreign market development include :

Australian .'-'eat Board - respite the very- restrictive import controls on beef 
and resultant hi;:: consumer prices, Japan continued in FY 1975 to be the main 
target or the -C3 -Di-omotion ca-.ipaign. The promotion centered mainly on TV 
advertising. Promotion of Australian beif in Japan will be intensified in 
1975/76, directed towards the generation of increased sales of chilled 
"beef. Interest is also shown by 'AI-3 in the USSH ana the i-iiddle East, 
Restrictions on imports to the United Kingdom and Zurope resulted in 
limited activities in these areas.

Australian '.-.'heat Board - A Central Grain Research Laboratory will be set 
v.p to r.rudy utilisation and marketing and to conduct crop quality surveys, 
and other research work. The thrust of the promotion efforts centers 
around the publication of information on Australian wheat, trade delega 
tions to all regions in the world, trade fairs, and technical support 
offercu through the 3i-ead Research Institute.

Australian Dried Fruits Control Board - Activities in FY 1975 included 
•oublio 1 ••:•- cir.d advertising in -7s.m:> ;r:d Geri-sn;' ?.nd - joint promotion cs.Ti?ai£n 
with raisin producing countries in r,he United ICing-dom.

marketing Boards and the Australian Government, a multi-product campaign 
was conducted using trade and consumer press advertising, a recipe service 
and a nublic relations program. The Board concentrated its efforts 
through toe Overseas Trade Publicity Coi.^iittee (G.7.P.C.). Programs were 
also carried out in Korway, Sweden, Denmark, Ireland, Canada and Japan. 
Emphasis was placed on store promotions, point-cf-sale activities and pub 
lic i-o.lations .
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The Australian Dairy Corporation - A reorganization to make the new Dairy 
Corporation more effective in marketing was conducted in 1975- Recent 
market- development activity included a number of overseas visits by 
Corporation and other industry representatives, to Iran, Indonesia, Uorth 
Vietnam, and several other markets.

The Australian Wool Corporation - Almost all funds were aade available to 
the International Wool Secretariat for promotion purposes. This totaled 
over $37.3 million.

Promotion by Other Corn.odity Boards - The- Sugar Board provides technical 
assistance to foreign buyers and the sugar trade. Consumer promotion by 
the Vfine'Board vss concentrated in Canada, Japan, and the United Kingdo-n. 
Other agencies carrying out export promotion include the Honey Board and the 
Egg Board.

Summary of Expenditures

A summary of estimated Government and i&rketing Board expenditures for over 
seas promotion of farm products for the past marketing year is as follovs:

Estimated Expenditures 
(Million Dollars)

Wool 37.338 
Meat 1.^95 
Dairy 1.385 
Wheat .827 
Sugar .689 
Canned Fruit .14-96 
Wine . .Wt3 
Apples and Pears • - .227 
Dried Fruit .097 
Honey .028 
Eggs '

Total 
Exchange rate: US$1 = AA.7258

The addition of 66.9 million by the Eeriartnsnt of Trade fcr the Ti-?de Co--- 
nission Servi-jss ana 52.5 "illion for activities conducted by CSrC would t 
bring the estimated total e;cpenditures to approximately $52.^ Million, if

I/ This figure was revised to Sk<).6 million in an attache report of July 
7, 1976, using the exchange rate US$1 = $A.72p8. This report also indicated 
the likelihood of increased scrutiny and possible reductions of government 
funds for export promotion.
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CANADA

Market development for agricultural products is carried out by the federal 
government, crown corporations, provincial governments, marketing "boards, 
growers associations and private companies. The following are individual 
organizations responsible for market promotion:

Federal Department of Industry, Trade and Commerce (ITSC) - Operates 
government market development program. It financed establishment of 
International Grains Institute and presently funds to percent of the Insti 
tute 's operating costs.

Export Development Corporation - Provides export financing, export credit 
insurance and other aids to exporters.

Agriculture Canada (AC) - Provides technical and personnel assistance to 
IT&C, including -_,:e provision of personnel for trade missions.

Canada Hair:/- Commission - Has authority over export trade in dairy commodi 
ties.

Canadian Grain Comraission - Has responsibility of the regulatory supervi 
sion of the grain handling industry.

Canadian International Grains Institute - Provides training courses for 
•foreign and domestic industry representatives, and customers (existing or 
potential) of grains and oil seeds. Courses include grain handling, market- 
ing, and technology. Ths Institute works in affiliation with the Canadian 
Wheat Board, the Canadian Grain Commission, and various government depart 
ments.

Canada Grain Council - Membership is comprised o? all sectors of the indus 
try. It is jointly financed by member organizations, AC and ITi-C. A 
three-year Korean feeding trial project is underway.

Canadian '.."-.eat Saard - lijintair.s market development offices in London, 
Tokyo, and Brussels. Trade missions are concentrated in Europe, Asia, 
and the ;iiddle East, with some activity in trie Caribbean, Brazil, and I'sxico.

feed and -.raiting barley varieties and durum wheat varieties in overseas 
laboratories and bakeries. The Board contributes to percent of the operat 
ing costs of the International Grains Institute.

Rapeseed Association of Canada - Participates in international seminars. 
It is funded by a checkoff on exports and crushings.
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Beef and Cattle Association - Participates in international exhibits, 
sponsors travel, and hosts foreign officials.

Ontario Flue - Cured Tobacco Grower's Marketing Board - Conducts over 
seas trade missions, participates in international fairs and symposiums, 
and offers trade servicing 'in Bulgaria, Czechoslovakia, Denmark, Finland, 
Italy, Libya, Norway, the Soviet Union, and the United Kingdom).

Provincial Goverr-r-ent - Individual provincial governments play a role in 
market development activities. One role is to act as a broker, agent, 
or merchant in selling agricultural products. Activities carried out at 
a provincial level are conducted separately from the federal effort.

Future Trends

Particular emphasis will be placed on market development-projects with 
long-tervii benefits.

Summary of Expenditures

FY 1975 FY 1976 FY 1977 
(Million Dollars)

Federal Budget - IT&C
Market Developaent
Activities 3.8U 6.86 11.72 
IT&C rjatched byr -'jther
organizations ±f .70 1.01 1.00 

Grains and Oilseeds Program ;
Hatched by other :rganizations ?y .Ul .82 1.U8
Canadian Wheat Board .70 .80 .70
Other 60 .70 .80

Total 5725 10.19 15-70

I/ Contributions to Canadian corroanies and markets for Canadian agricul 
tural products other than grains and oilseeds.

2/ Assistance to Canadian companies and organizations in expanding the 
total effective narket for Canadian grains and oilseeds by supporting 
selected projects.
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BEHMftHK

The Agricultural Marketing Board and commodity export boards are the 
main organizations that promote agricultural products abroad. Funds 
for promotion are generated through production fees on hogs, horses, 
cattle, mili, and sheep. Direct government financial support for 
foreign market development has only been granted to the horticultural 
sector since Banish membership in the European Con-unity in 1973. The 
newly formed'Export Promotion Council and its secretariat, ^'Export Pro- . 
notion for Danish Trade and Industry", work with the above-mentioned 
boards as well as with private corporations.

A new development in agricultural market promotion in 1975 was the foun 
dation of Danagro Adviser A/S, a United liability company set up jointly 
by Danish agricultural and industrial organizations and private companies 
under the directorship of the Agricultural Council for the purposes of: 
(l) selling technical assistance in establishing agricultural enter 
prises abroad; and (2) participating in joint venture projects. Although 
many projects are under discussion with several countries interested in 
developing their agricultural industries (e.g. Iran, Saudi Arabia, 
Brazil, and Sudan), no firn commitments were reported during 1975.

The Agricultural :arketir-g Board (AI-3) - The Board functions as an 
umbrella organisation i'or e::poru promotion of agricultural products in 
general. The Board may also carry out activities alone or in conjunc 
tion with the co'smodity export boards, private companies, or the 
government.

The Board carries out market analyses, in-store promotions, restaurant 
and consumer car^aigns: participates in large international agricul 
tural fairs: and arranges the visits of trade and Dress teans. Concen 
tration of activities has moved toward EC countries other than the U.K. 
While activities have been curtailed in most overseas areas, certain 
raarkebs such as the Middle ISast and Japan ars being given increasing 
emphasis.

Commodity Export Boards - The Boards act as coordinating channels for 
overall :.srl:e« development activities and ii-clude ohe Sales Association

Board, the Joiivc 5eei' Board (covers beef, veal,and horsemeatj, che 
Poultry Export Board, the Egg Export Board, the Potato Export Board, the 
Danish Commercial Horticultural Association, and the Horse Export Board. 
These boards act as coordinating channels for overall market develop 
ment activities in the United Kingdom. They (ortheir parent organizations) 
maintain offices in major markets such as the U.K., the U.S., Vtest 
Germany, Canada, Belgium, and France. Activities are carried out singly
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or in cooperation with the AMB, private companies and official govern 
ment agencies. Sources of funds are mostly derived froa production
fee revenues and are allocated by the Ministry of Agriculture Cooaittee .

Increased erophasis is being placed by Export Boards on developing EC 
markets. Other areas of concentration include the Middle East and 
Japan.

Future Trends

Continued inportance will be placed on irxLintaining and expanding export 
outlets. While fewer activities will be conducted in the U.S., Canada, 
and the Far East (other than Japan), there will be an increased concen 
tration on developing EC iiarlcets. This includes an increased errphasis 
on pronoting cheese and pork in France and Italy, as veil as Japan. 
In addition, the Danish goverrr.'.er.t is placing major inportance on develop 
ing trade with r.on-nari-iet countries, including China (?3C). Greater 
enphasls is being ,;iven to direct trade and consumer proaotion (exhibi- 
tions, advertising, in-store campaigns) and less to press servicing, 
representation and si.vilar PR activities.

Sumary of Expenditures 

1973-7^

Agricultural liirketing Board 

Cor.Enodity Export Boards 

Government Funds (estimated)

Total

Exchange rates: 197^ - US-':'.l = D IGr.b.lO: 1975 - TJB*1 = D ICr.5.75: 
1976 - US$1 - D Kr.6.10.
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FRANCE

Promotion of vine, dairy products, fruits and vegetables, meat pro 
ducts, livestock, and grain are conducted through the following organi 
zations :

SOPEXA - Responsible for market promotion of products other than field 
crops) SOFEXA's activities consist of participation in international 
trade fairs and point-of-sale promotions. The enphasi's in 1976 will 
be placed on vine, cheese, apples, cabbage, pear::, canned peas, and canned 
mushrooms.

COFRAHIJ-3X - A private corporation financed by livestock associations, 
COFRAHL'-3X promotes livestock exports for breeding purposes. Pro-ra 
tional activities include trade shows, publicity r^tterials, and trade 
teasa.

OHIC - The Interprofessional Cereals Board, a.quasi-govermental organi 
zation, promotes cereal in cooperation with French cereal producers' 
association. Funded through checkoff fees, their activities include 
trade tea-s and promotional material. 2r.ph=sis is placed or, the £C for 
grain (vheat and corn) and =>n the. Middle East for flour.

CFCS - Tiie French Center for Foreign Trade, a quasi-governmental agency 
under the auspices of the I-iinister of 2oor.oL.Tios ar.i Finance, conducts studies in 

% marketing and production for French Exporters. TJiis_effor'tJ includes 
overseas studies and meetings with foreign specialists. The organi 
zation is funded in equal amounts by public funds, food organizations, 
and checkoff taxes for special trademark labels.

Future Trends

SOPEXA will concentrate in 1976 on vine, dairy products, fruits and 
vegetables, and rr.eat products. Principal countries of interest for -.vine 
promotion are: Uest Ger.-.ar.y, the United States, Ur.ited Kingdom, Belgiun, 
Deirr^rii and Canada: for dairy products: Vest Ger:^ny, Ital^r , 
3;ritzerla;id, the Ui-i'ced States, United Xir.jdov., and the Netherlands. 
The principal fruit,- and veTCT.ables iro.r.otei are copies, -ears, mshroor-s .and 
peas \-lie la'-'cer ":".ro are orocssoeci^ ai.cL -cai--;ej cour.-ivc-s are 1 ranee-s 
•European neighbors.
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- . Suxnary of Expenditures

CY 1975_____CY 1976
(Million Dollars) 

SOPEXA
International fairs .52 .52
Point-of-purchase 2.58 3.01*
Wine " 1.21 1.6k
Promotional materials .89 -98
Storage of r.iaterials and representation HA 2.16
Other " _k.2k 1.80

Subtotal ~~9.kk 10.1k
COPRANIMEX . .23 .22
OHIO • HA ' MA
CFCE _2.11 Z.ka

Total 11.77 12.85 

Exchange Rates: 1975 - US$1 = ? U.258; 1976 US$1 - F k.6ok

ISRAEL

Principal export raritets for Israel's agricultural prodxtcts are the SC, 
'Scandinavia, Switzerland, '"apan and Iran. i-Iari:et development activities 
for citrus, avocado, flowers, strawberries, processed fruits and vege 
tables are conducted by co: i::iodity :?.arketin^ boards vhich include ^he 
f olloving:

Citrus !r.r.ie ;:in" 3o?:-.'r (C.'5l) - Composed of producer and packer representatives 
with the i-dnisv.er of Agriculture as chairman, it i:or!:s with missions 
visiting Israel.

Cotton Proc-^ct: on a.'d, yar^otir1.? Board - The Board is organized alon{T the 
lines of the C:.trui~ ;3ai'd, wita -:he .'irector Gcnaral of -;':-.e Micisti-;' of 
AgriciJ-ture PS iis c'.iair.-.an. l'ri-.s abroad by tile director and invitations 
to l-:ey customers to visit Israel-are the thrust of activities.

Agricultural Snort Cp-nany yi'.r^EXCO' - AGR3XCO deals in all agricultural 
products except civi-Uo, coi'con, pea:: -.ts and processed foods. It is con 
trolled by the :ir::cting Boards, Producers Organizations, Local Marketing 
Firrjs and the Ministry of A.^ricult-ore.

The Peanut Production and :ar!:etir.,'; Beard - Conposed of representatives 
of producers and psc/.ers, i-; is headed by the 'ar.ister of Agriculture.

10
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Citrus Products Export Board - A new organization, its task is t'o coordinate 
marketing efforts of processors. ' .

Market developnen'i efforts include both incomng and outgoing trade 
teams, which would include the Israel Food Week held at two or three 
year intervals in Tel Aviv by the Export Institute.

Israel' s main markets are in Europe, and riost promotional activities 
are concentrated in the EC and EFTA areas.

Market development activities are funded by producer checkoffs and 
government funds which total approximately $3-8 million. The level of 
activities is expected to increase in the future.

THE NETHERLANDS

Major agricultural products are promoted by the Ministry of Agriculture 
and 13 Dutch trade organizations. The Ministry of Agriculture assists 
producers and processors with corjiercial displays and is represented on . 
governing boards of nany trade associations and bureaus. In 1976 the 
Ministry will participate in 26 international shows and over 30 "Dutch 
Weeks" to enhance the prestige of Dutch agriculture1 products. In addi 
tion, the Ministry initiates oarket research, 'arranges technical serni- 
nars, and disser.iir.ates narket information. Continued entphasis will be 
placed on proaotions i.: EC countries and new rsarkets in the Middle East.

' Dutch trade organizations include:

Dutch Dairy Bureau - A promotional organisation representing cooperatives 
and private exporters.

Product Board for Poultry and Ejrgs - An official body with- authority to 
issue regulations which are bindii-g on producers and related industries 
in the poultry and egg sector. The Board carries out radio and TV ad 
vertising and particpates in fairs.

Tho Information 3ureau for I-'eat and The Msat Products and Information 
Cents.' f2.' Iiive Su -ck Cattle - They conduct pro:r.3uional ac-ivities for the 
livesioc': sector. Th« fDi-'.er is'li'idted ;o a for- i-iternational shows 
in Zuro-pe, va_le the lao^e;1 conduces shovrs in Jiu-o^e, carries ou-; 
'syr.tposiur.is and disseminates -.arket inforraation through riiagazines and 
pariphlets.

The ?lo':er Gi'girers Association, the Dutch Council ar.cl Plant Ri'jlicity 
Holland - They are private organizations pronoting flowers, bulbs and ornamental 
shrubbery, respectively. The Flower Growers Association is directed ex 
clusively at -ohe iraue. The iutch Bulb Council, through cighi ;pou'js — 
each covering a different narket area, advertises in trade and cor.surr.er

11
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magazines, in newspapers and or. radio and television. It distributes 
posters and bulbs for publicity. The Plant Publicity Holland is 
directed at *-.rholesaIers, nurserymen, landscaping firirjs and institu 
tions. Activities include films and participation in er-chibitions.

Netherlands Potato Consxiltative Institute - A serii-official organization, it• 
develops and distributes ir.for.:".ation and sends technicians abroad to 
irnprove sales of potatoes and seed.

Future Trends . • .

Include continued concentration in the EC and Middle Sast; ir. Spain and 
Japan by,the Dairy Bureau: and in Iran and the Middle Sast for poultry 
products.

Su:.-.-.ary of Ij:-:penditures

1975 1.976 
(•Million Dollars")

Ministry Of AgricU-J/Lui-e
ar.d risUeries 1.33 1.58 

Dutch :.airy Bureau 11.31 13.61 
Central Bureau i'or Agricultural
Auctions " 1.92 2.15 

Product Board for ?ruit and
Vegetable

Product for Poultry and Bggs .53 .77 
Cookiest 3us> JTO 'otiou
The Dutch 2\C.b C-n::Dil 2.97 
The lutch Plover C-:-o-.-ci-s
Association .Ij5 .71 

Plant ?ablicity ::olla.'d .07 .07 
Dutch Infor~jLtior. Ce:vier for

Seed Potatoes .63 .69 
Dutch Infor;.ia'cion C'£':ter for

Information 3-oreau for Meat and
Prod-cts .y .2k 

Product Tear . for ~:;'.-. ar.l
Products - .02 

Information Center for Dutch
Cattle • .2k _.2k

Total 20.39 23.51 

Exchange rates: 1975 - USOl = f. 2.55: 1975 US$1 -- f. 252

12
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HEW ZEAIAKD

Despite substantial losses in trading in 1975, nost cajor -producer 
boards which do the bull: of market promotion in I'e-.r Zealand are increasing 
programs. Promotion of ^ieat (aostly lamb), apples, pears, and pro 
cessed dairy and livestock products is conducted by producer-owned 
boards and, to a ^uch lesser extent, the Hew Zealand Department of 
Trade and Industry. Foreign travel by board senbers, industry repre 
sentatives, and government officials is usually the greatest cost of mar 
ket promotion work. Activities also include market research, trade 
fairs, and advertising. lost .iajor food shews are held in Europe and 
Japan. Included anong the producer boards are the following:

New Zealand "eat Producers Board - The 3oard concentrates its expendi 
tures on direct advertising of brand identifiable iteas such as la:.ib. 
In addition, it spends considerable funds on travel to countries wi'on r.igh ,_arKet 
potential. In an atter.ipt to diversify its lamb :arl:et, numerous trips 
were made to the I-iiddle Bast. Several Middle East tea:ns vere hosted in 
liew Zealand. More funds will be aimed at this area in 1976, mainly to 
develop the lane trade, with the eirphssis on Egypt. .Promotion through 
DEVCO will also be increased in 197o in I<orth America.

Mew Zealand Dairy 3oard - The Dairy Board, :.-.aihly an incorporation of the 
leading dair;/- cooperatives in Hew Zealand, bu;-s, stores, and sells all 
dairy products going into e::port. Tee majority of funds is spent on 
butter promotion in the United Kihsdo-j. Foreign travel is usually tr.e 
greatest cost of v-ar-tet promotion work.

New Zealand '-.'ool Board - The T.-Jool Board spends i.ios";; of its proriotional 
money through the lireernational Wool Secretariat (r.TS). There is lirdted 
advertising of ITav Zealand carpets and yarn, but uostly-, in conjunction 
with the H:S.

Hew Zealand Apple and Pear ;-^rl-:eting Board - The Board handles all apples 
and pears for e:rpor'-. The bulh of its prov.'.o'cion is in the BG (.v^ainly in 
the United ''i:i.;jdo--), but it also conducts 7oin';-of-purchase and .-3-..'S7:ip-=r 
advertisements in the U.S. £pple pro'.r.o^ion in ITor'1::! A..:erica will be in 
creased this year, as do:.-.estic production is expected "co al.~.cst -Icuole.

Meat S:c^ort Developp-ent Co. (II.Z.) Ltd. (EZVCO'i - This is a joint venture 
by the Meat Board and several of the larger iamb processors in r.'e" Zealand, 
set up for the purpose of ^.rolusivsly r^.r.-:etinrt JTe-.r Zealand lairi in ITorth 
A:?.erica. Honey spent on pro:.;otion goes for advertising and poiat-of-purchase 
pronotions as well as travel by DE7CO personnel.

13
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Market development funds are generated mainly from levies on livestock 
processed for export, fruit marketed, wool sold, and processed dairy 
products. Control of the boards renains largely in producer hands.

Market development prograns will accelerate with specific increases in 
(l) funds for development of potential laab trade to the idddle 2ast (with 
emphasis on Egypt), (2) lanb promotion in Ilorth Anerica, and (3) apple 
promotion in Uorth America.

of B:mer.Altisres
Producer Boards and Government Agencies

.1974 1975 1976 (est) 
(Million Dollars^

Hew Zealand Meat Board 3.0 3.2 .
Hew Zealand Dairy Board 2.k 2.2
Hew Zealand Wool Board 13.5 11.8
Hew Zealand Apple £ Pear Board .5 " .5 
Hew Zealand Department of

Trade and. Industry 1.1 1.0
-. -Total 20.5 IS. 7

Exchange Rates: 197^ US$1 = $iiZ .7160: 1975 USil = $NZ .8lo3;
1976 US$1 = $iiz .9769.

SOUTH AFRICA

T.vS carries out mar-Set development programs in most major rsrkets with 
emphasis on natural fiber—wool. A sophisticated program is con 
ducted, .-.i:-.3;::::rr'.'i'.': o.i i'i:;al conGxv.ers ar.d manufacturers. Some 
money is also spent on research and product development.

>;•••.'.'-'.'. .. ' -j :•::• '.'.. v ..'. ..'.•_'.'• .:" .-.-.• • .. : • •.' _ ___• .".i'.ia: Pruit Board - la 
a departure i'roiu brand namie "oroiiiotion, the lo^al canned fruit indus 
try, the South African Canned Fruit Export Board, c-jid the Cann5-ng
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Fruit Board decided to give financial assistance to British buyers for 
their advertising and promotional activities. The monies to be made 
available to British buyers are allocated on the basis of their 1971* and 1975 
purchases of South African products-.

She Boards also agreed in principle to begin a five year market develop 
ment project in the United Kingdom, starting in 1976. The program will 
initially concentrate on promoting the general sales of canned fruit. 
A South African brand name may be used at a later stage. In the future 
the program will probably be expanded to the rest of the EC. The pro 
gram will be funded by levies collected from producers and canners. Ho 
direct government aid is foreseen at this stage.

The Deciduous Fruit Board - All advertising and promotional programs in 
the United Kingdom and Ex-Grope were planned to strengthen the image of 
"Cape" fruit as a fresh quality product; This there is stressed in 
all point-of-sale r.iaterial and consumer advertising.

In the United Kingdom and Belgium, magazine advertising made use of the 
same full color material ss was used for all other merchandising material 
to link the quality fresh fruit message from consumer to point-of-purchase. 
A strong trade press. campaign was conducted through established fruit 
trade journals and newspapers.

Deciduous Fruit Board efforts were funded by producers without govern 
ment assistance.

The Citrus Board - The Citrus Board marlcats under the "Outspan" name in 
overseas :uarl:ets. It -..laintains a strong and progressive mar.'.:et develop 
ment prosrE \ financed from the proceeds of export pools that are generated 
from export levies.

The Karakul Board - Kara'.tul pelts fro\i South and Southwest Africa are 
nar.-.eted worldwide unds.r tlie'Swalcara" brand name. The Karakul board is 
funded by levies and interest on investments. The Board uses advertising 
agencies to handle their program in 17 countries. Consumer interest is 
maincair.ed by the inclusion of ovs':ara in all the major fashion collections 
in Paris and Home, editorial covevage, sustained public relations work 
and adver"isi-i;j c?.y.:;-ai;3!is.

Tiie Mohair Board - Limited activities include advertising in collabora 
tion vita the British and French spinners and the German and French 
weavers.

The Board also participates with.the Department of Commerce exhibitions 
and in overseas trade ;nissions. Sirpenditures by the Mohair Board are 
financed ;y a le'"?.- on T>rodv.cers.
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of Expenditures

CY 1975
Million Dollars )

Wool 5.9^ 5.U6 
Canned Fruit
and Canning Fruit - .68

Deciduous Fruit i.V/ 1.36
Citrus ' . 3.08 3.00
Karatad. 1.91 1.91
Mohair .10 .10

Total 12.50" 12.51

Exchange Rates: 'CY 197t US$1 = E .6823; CY 1975 USil = E .7327

OTHER COUNTRIES

Italy

Federal funds earmarked for foreign r.iarl:et development of apriciij.tvj.-al 
•products in 1975 totaled 31.79 -'-illicn, (iichanje ra';e: OS'ol - Lit 672) 
including $.67 nillion for citrus and fresh fruits and vegetables, and 
$.77 million for wines. Appi-oxi-iately kef1, of fedsral funds budgeted 
for 1976 will be used for trade shows, ItOyj for trade missions, and 20'j 
for support type activities, such as research and publications. The 
Ministry of Agriculture pro.iotcs wine in Ireland, the United Kingdom, 
and West Geraany, for which it is authorized to spend :i2.9o rallicn in 
1975/76.

Other groups include : Confederazione Generale Dell' Agricoltura Ital- 
iana (COJ~J-.C-?.ICO;JT;.3.i), an association of large farmers, -; '.r.h span::.s 
about 0.22 pillion ar.:rr-lly for promotion of various agricultural pro 
ducts and vines, and S.07 r.iillion-for flowers; -;he Institute of 
?orei,"; Trade 'V IC^;, which prcvldcG all public organization^ with r,ec.mi- 
cal ser"/ices for organizing and coordinating Italian participation in 
fairs, exhibits, and technical pronotional meetings ; and'regional council

Promotion efforts will continue to focus on fresh fruits and vegetables 
including citrus and wine. Programs will be centered in Srrope with the 
exception of wine, which will focus on non-European countries such as 
Japan and the U.S.

16
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Spain

The Ministry of Conferee supports trade tea.-ns, trade missions, and 
trade fairs. The Irade Fairs Co:ir.:ission, in "one Ministry of Comerce, 
considers four food fairs particularly important in its overall pro 
gram. They include AHUGA in Cologne (nost Lrvportan-c ) , HvOFA in IJunich," 
SIAL in Paris, and ROKA in Utrecht. Sach of these fairs is held once 
every two years. Green Ueel-; is the other agricultural connodity show 
which the i-tinistry supports.

The Ministry also assists private associations Kith trade fairs and 
missions. Financial assistance, however, is grar.~ed on a c?se-by-case 
basis. Market development activities are lir.iited to consu.ner iter^s 
such as fresh and processed fruits and vegetables, "iable olives, wines 
and fish. Olive oil and citrus fruits are each pro-oted by separate 
non-governmental organizations. Although they :nay participate in 
government-sponsored fairs, they are given no .direct assistance.

Overall narket develc?:.i3iit activities -.-:"::. r:-.-.tir.-Vj along the sa~;e lines 
•vri.th increased budgets to eo.:pensate for inflation.

Sui'.'jr^ry of E>cpendityj;es

197? .1976 
(trillion Dollars )

'Irade Missions ' ' .09 .09 
Trade Fairs ..4^ I. 10

Excliange Rates: 1975 VS.?1 = Kas 57. ̂ : i?76 US$1 = ?tas 63.0

17
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Markets

JAPAN

General - Promotion efforts of major agricultural coiroetitors in ?Y 1975 included .
increased e.mphasis on point-of -purchase and 'consumer promotions in
department stores and supermarkets; incoming foreign trade missions
and outgoing purchasing and/or inspection teams; processed food pro 
motions: tie-in promotional activities; and promotions of products
from developing countries. In 1976 increased emphasis will be placed
on promoting prepared and processed foods and increasing the number and ' ••
scope of point-of -purchase and cor.su.-ier promotions. Utilization of
trade teams to promote bulk it ens will continue. E;cpenditures are
expected'to sharply increase because of .a ma.jor exhibition at the Kobe Industry
and Trade Hall under the sponsorship of the Tientsin City of the P3C.

Country Summaries : I/ •

Australia - Commodity marketing boards, with the Australian embassy 
Trade Office promoted meat, dairy products, chijj.ec. beef, fruits, honey, 
.jam, canned soups and vegetables, confectionery, candy, -.-.'ir.ej'oeer, and- 
frozen seafoods, lirr.et development activities included demonstrations, 
sa.-.vplings , in-store promotions-, ar.d special displays at hotels and 
department stores. The Australian Wheat Hoard hos~ed flour :dlling 
industry representatives, paj'ing travel e:r?enses in so'.ne instances.

Car.ada - I^r:-:ct developiiient efforts T.-rere increased for meat, dairy' 
'products, frozen vegetables and seafoods, cor.fecticr.sry, jam, honey, 
fruit and to:^xto juices, soups, and Trines, vitli partici'JLar emphasis on 
barley and wheat. Activities included trade tea;v. visits to Japan, 
hosting of Japsi'iCse flour niillers to a Special Training Program, and 
promotion at :.ajor department stores, super::sr::ets, and hotels.

Pt

iiotej.s, and t,i^ ...v^:::;:: ̂ _u-:; j. .-.j^:;-^ ^::^ _. .^^ .^'.^c.-- -•..*- 
nent e:q:enditure3 are ejected to increase gradually.

Italy - Wine, b.•..?::- '. ::, •.:::„•::-•.. •-.-. .-:er. .-j.:/:. •••.•--.-.•-. ^r 
jam, confectio :-r : ..:;. cl-.coolr.'.-:..-.-.a ;n;:ns:L .:;•,;;: -.-;•-.-•.= 
demonstrations. -j..-oli:i.-c, •;;;-_d c-;o-:-.:iI;c -: .:•••• .,-;: 
and ho'-clc.

I/ In addition -;o those described, countries which conducted rsr'cet Devel 
opment pro^r-a-ia in FY 1975 i"-r-: ' -".'-i: .-".ustrio, "razil. 2-.U '-'.r-. 
(Mainland), Cclmobia,' India, *:••.-_—-:-. Ja^iaic^. ._.;_*• ^Le, .... . v : 
Pakistan, rhillipines, rortu.^ril. ,.:\.::.:. : P.umari^. :'. ^:^-.^".c ~ -..-1. 
Lanka, Svei--..-". «nd th:: Sovift 1: iJ:;io.-s.
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Ifeu Zealand - Lamb, dairy products, confectionery items,.canned vege 
tables, .honey and seafoods were emphasised in -.^ari-.et development 
promotion. The i;ew Zealand Meat Board promoted laiTib through television 
and other siedia advertising. r

United Kingdom - Promotion was increased for confectionery, biscuits, 
chocolate, mixed candies, fruit and vegetable juices, coffee, tea, 
dairy products, processed meats, jam, and canned soups, through food 
fairs at department stores and supermarkets.

SWEDEN

General - Pror.otior.al expenditures of :?.a.jor cor.reetitors in this carixet 
increased, though the increase may not have ;iept up T,iith inflation. The 
greatest conpetition is ir. fruits and vegetables such as oranges -rom 
Spain, Italy and Israel, orange .juice J'rom Brazil, and fresh vegetables 
from the Mediterranean. Meat imports fro::'. 3ast«rn Europe and other 
Western suppliers are also increasing.

Country Summaries:i/

Israel - Oranges, orange juice ana fresh vegetables are promoted through 
Ciffil and AGR2XCO. • PCS activities are jointly conducted with individual 
chains. Special attention is being given this year to grapefruit prcmo- 

• tion. Vegetable and non-citrus iterjs selected for promotion vary sor.evrhat 
from season to season, depending upon supplies and quality.

Italy - Sixty percent of.Italian oranges are promoted under brand names developed 
by Swedish importers and food chains through ir.-store promotion, newspaper 
ads, and price discounts. The Government carries out generic promotion for 
lesser known brands through su'jvay car cards and similar ads. The attempt 
to use a 'standard logo by suppliers has been only partially successful. 
The Italian Institute prov.'.otes cauliflower, strawberries, watermelons, 
peaches, apples, and pears.

Netherlands - In addition to government efforts?, several" quasi-sov°rr.r.ent 
associations prov:,ot« their products fiv.i.o.-2i from a ciieor.off under

trade fairs (one for the catering trade, and one for the food processing 
industry) will involve the largest portion of expenditures, and will 
eiaphasize canned har,:s, potato products, fish, liquors and beer, cheese, 
canned vegetables (peas and beans), cocoa products and other processed 
foods. Shrubs, bulbs and cut flowers are promoted by both the government 
and trade groups using various forms of advertising,. These promotions are 
planned and £-jn:!-?cl jointly cy "-'-..-; .7r"ei"'"=rit,trc.dc- -.rc"-s, oru .ivviish im 
porters. Promotion of lettuce, peppers, and cucuaiers is funded entirely 
from the trade association for fresh vegetables.
I/ In addition to those described, countries which conducted market devel 

opment programs in FY 1975 included Finland, Poland, and Spain.
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Israel - Citrus is promoted through joint'efforts with importers, large 
retail groups and greengrocers (svitched from heavy across the board 
promotion of "Jaffa"). AGHEXCO has•announced plans to conduct a heavy 
promotion carroaign on fruits and vegetables under the "Carnel" label 
during FY 1976.

Hew Zealand - Despite declining exports, Hew Zealand continues to r.iain-
tain a comprehensive market development program. Continued emphasis is placed or.
lamb promotion through national TV and press distribution of POP materials.

South Africa - The Deciduous Fruit Board announced plans to substantially 
increase above-the-line activity during FY 1976. The Canned Fruit Beard 
continues to establish quality controls and regulates producer prices 
for peaches, apricots, and pears in order to I:eep then competitive in 
the U.K. market. Outspan promoted citrus through TV and press advertis 
ing and joint promotions -rith retailers with a budget in FY 1975 approxi 
mately five-fold that in FY 1974. Outspan's activities will continue 
to increase.

Netherlands - The Dutch Dairy Bureau continues to carry-out in-store 
demonstrations, exhibits, and TV and press advertising. They announced, 
a one rallion pound canpaign for butter and cheese using TV and journal 
advertising with the slogan !! Butchness' ; .

WEST GESI.&HY

General - Participation in trade fairs is strong: all exporters offer 
standard point-of-saie materials and : '"'ee!:'' or '"Bay" ;:.roaotions for a 
variety of products. Producers of fresh produce use 'irad.er.ar!: stickers, 
provide se:.!inars for the trade and the press, host trade teams, .advertise 
their promotional services to the trade, and use various sales gimmicks.

Country Surraaries :=/. '

Belgium. - Product emphasis is or. fresh produce and horticultural products.-The 
thrust- of activities are trade fairs and ca-:~ai)~ns for specific products. 
Activities are conducted thrcurch the lanistry of Agriculture,rc-FLArl (National

03C3 (Office or' lir>;err.al Co:.r.:erce. / In addition, a i.'a-ional Union oi' 
Belgiun ,2>.T?orters of Agriculture and Korticultxa-al Products vas forr.ed 
in January to worl: with the Ministries of Agriculture, Foreign Trade, and 
Economics.

Denaark - Large trade fair exhibits during past year entnhasized dairy 
products.

I/ In addition to those described, countries which conduct market development 
programs include: Algeria, Argentina, Bulgaria, Columbia, Cuba, Greece, 
Hungary, the Ivory .Coast, i-ijrroco, J-Iauritius, Spain, snd African pro-, 
ducers of off-season and exotic produce.
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• France - SOP3XA. office in Duesseldorf handles activities which emphasize 
direct work with the trade (rather than fairs). Jair participation is 
characterized by large exhibits that emphasize individual firas. Adver 
tising and fair promotional -materials are brand, fir-,, .or regionally 
oriented. Total rarket development budget increased by iSjj froa 1975.

United Ki-gdoa - Spirits, confectionery goods, preserves, teas, and fish were 
eophaslzecTin large fairs (Green Week, US-Confectionery, FOXA). Plans are 
underway to form an institution something like Centrale Marketing GesiiJLschaft 
der Beutscheri Agrarwertshaft (c!ft) on a snich smaller scale.

Italy - Very little promotion is currently visible except for participa 
tion in AIJUGA and Green Week. -'Bi-weekly advertising exists for fruit by 
YOG, a fruit cooperative,

Australia - The Apple and Pear Corporation places advertisnents in trade 
magazines with shipment arrival notices.

\
Nevr Zealand - Occasional apple ana pear advertisnents appear and in- store 
promotions are conducted. Lamb is also promoted.

Netherlands - Promotion is conducted by the Ministry of Agriculture and 
Fisheries with emphasis on quality, freshness, and healchfulr.ess through 
elaborate trade fair participation. Efforts include trade advertisinj 
(n:ostl?" for fruits ^nd vegetables for retailers.' jZ-03 r/^teriGls, ""^d rr-a^ar.ane 
and T7 advertiseaents. Dutch. Heelcs and trade seminars are also carried 
.out. Products stressed are dairy products, horticulture and bulbs, ar.d 
fresh produce.

Igrasl - The Citrus I'^rheting Board (CKBI) provides trade servicing. 
seiiinars, hosting trade tear.^, agricultural ratr.rlals and consumer 
advertising. AGHEXCO (e:-n?oiit conpany for all products other than 
citrus) hosts trade tear,-.s. Sozs pro^.oticn is conducted ^oinclv with

and 'Cape'' /Tnfcrr-atior. Service promote citrus,
' a ccth trade arid consur-ier promotion,
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GENERAL ^ ELECTRIC
GENERAL ELECTRIC COMPANY

57O LEXINGTON AVENUE 

NEW YORK, NEW YORK IOO22

GEORGE J-STATHAKIS 

VICE PRESIDENT

April 21, 1978

Hon. Harrison Schmitt
Committee on Banking, Housing and

Urban Affairs 
United States Senate 
Washington, D. C. 20510

Dear Senator Schmitt:

This is in reply to the questions in your March 8, 
1978 letter, relating to my testimony on February 23rd 
before the Subcommittee on International Finance on U. S. 
competitiveness in exports.

The questions and answers are attached. 

Please let me know if I can be of any further help. 

Sincerely,

GJS/md 
attachments
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Reply by General Electric 
Company to Questions By 
Senator Harrison Schmitt

(1) Please discuss the nature of the impact on exports of the technologies 
developed by General Electric during its involvement in the building 
of the Panama Canal.

The General Electric involvement in the building of the Panama Canal 
related primarily to the design and manufacture of the electrical equiprnent 
and apparatus used in operating the canal: the generating equipment, lighting, 
locomotives, controls, wiring, etc. The equipment had to be highly specialized 
and reliable. The Company's successful completion of the Canal project con 
tributed to the Company's continuing competitive success in domestic and 
foreign markets. Of particular value to exports were the technological improve 
ments in insulation systems designed for use in areas of high humidity, 
switchboard controls, and electric locomotives.

(2) How much is General Electric currently spending on Research and 
Development as a percentage of its income?

Per 1977 Annual Report

Total 1977 expenditures on research and 
development, including both GE-funded 
and under contract, primarily for U. S. 
Government agencies $1, 156 Million

Total 1977 Sales $17, 519 Million 

% R&D/Total 1977 Sales 6.6%

Total 1977 Sales, excluding International 
(U. S. exports to external customers and 
revenues of foreign diversified affiliates) 
and Utah International, Inc. , acquired by 
merger in 1976 $11,891 Million

% R&D/Sales, excl. Int'l and Utah 9. 7%
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(3) Has General Electric increased or decreased its spending on 
R&D, as a percentage of total income,

1) in the last 10 years
2) in the last 20 years
3) Since 1900

R&D expenditures over the periods in question have increased in 
conjunction with the growth of the Company. In relation to total revenues, 
year to year, they have fluctuated, with somewhat lower percentages in 
recent years than formerly.

(4) What changes in Federal taxation policies will help American industries 
to more rapidly evolve new technologies and products? Please provide, if 
possible, specific recommendations and resulting effects.

The most effective approach to stimulating more rapid technological 
development and product innovation through tax policy is to initiate general 
incentives that will increase the propensity to invest. A vigorous growing 
economy that provides pull-through for technology is the most effective incentive. 
Policies that attempt to increase the supply of technology by reducing its cost are not 
as effective as those that stimulate demand. Industrial technology is not created as 
an end in itself, but rather as a means to an end - the profitable satisfaction of 
customer's needs.

Four modifications in tax policy would be especially helpful:

1) A permanent cut in corporate taxes to increase funds available 
for investment.

2) A permanent investment credit for capital investment to 
increase demand for new technical goods.

3) More rapid recovery of depreciation to counter the effects 
of inflation and to recognize more rapid technological 
obsolescence.

4) Continuation of the present provision for capital gains.
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(5) When compared against many U. S. corporations, General Electric 
seems to have had notable success in its export efforts. 
What accounts for this success?

The reasons for GE's successful export performance were stated 
on pages 7 through 11 of G. J. Stathakis' February 23, 1978 testimony before 
the Subcommittee (copy of testimony is attached). It should be noted that 
GE's success depended - not only on its competitiveness in the price, quality, 
delivery, etc. area, its market development programs, and its capabilities 
to meet customer needs - but also on its foreign affiliates and their 
"pull-through" purchases from the U.S. In this connection, the demonstrated 
importance of DISC and "deferral" should also be noted.

o


